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GREENBACKS AND THE COST OF THE CIVIL WAR.'! 


Upon the soundness of its money the prosperity of the 
industrial interests of any community is intimately dependent. 
If the money be an inconvenient circulating medium, all exchang- 
ing is hampered. If it be an unstable denominator of values and 
standard of deferred payments, all economic relations are ren- 
dered needlessly uncertain. Every member of the community 
is interested in securing a currency free, so far as is possible, 
from these faults. The satisfaction of this common need has 
been very naturally regarded as one of the proper objects of 
collective action, like the maintenance of order, and the admin- 
istration of justice. Consequently, from early times, the fixing 
of the standard of value, and the coinage of money have been 
among the ordinary functions of government. 

Government, however, has not always performed these func- 
tions in a satisfactory manner. When the king made the money 
used by his subjects he naturally concluded that the money 
belonged to him. And if the currency of his realm was his 
property, it was his right to do what he would with his own. 
Consequently, as far back as monetary records go, we find gov- 
ernments by their practice denying that the currency is a device 
for facilitating the operations of industrial life, and using it 
instead as a source of gain to themselves who have the monopoly 

* This paper is one chapter of a study on the history of the United States notes, 
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of making it. It has been by no means uncommon for a prince 
who lacked funds or wished to scale his debts to put a less 
weight of gold or silver, or a larger proportion of alloy, into 
the standard money which he coined. The deleterious effects 
of such a policy have been but too apparent perhaps in every 
country of Europe." 

Unfortunately such operations did not cease with the Middle 
Ages, where they seem, perhaps, not out of harmony with the 
current political ideas. In the nineteenth century more than 
one government has attempted to make a fiscal use of its privi- 
lege of coining money. The methods employed to this end are, 
to be sure, different from those in vogue in the fourteenth cen- 
tury. A modern government does not lessen the amount of 
gold in its coin; it makes money out of paper and declares it to 
be a legal tender in payment of debts—a more efficient means 
of depreciating the currency and accomplishing substantially 
the same results. 

It might seem as if the evil effects of tampering with the 
currency were so obvious that at the present time no one would 
defend such practices except as a last resort when all other 
resources had been tried and found wanting. And yet this 
ancient policy in its modern form has not lacked defenders in 
our own time and country. A theory is current in the United 
States, claiming as its sponsor Thomas Jefferson, that in case of 
war the government should always use its privilege of coining 
money as a means of gaining revenue. A suspension of specie 
payments and the issue of the notes of the government to serve 
as money is held to be the natural and proper policy for the 
financial management of a war.” 


* Cf, on this whole subject, ORESME’s famous 7vactatus de Origine, Natura, Jure, 
et Mutationibus Monetarum. Reprinted in appendix of W. CUNNINGHAM’s Growth of 
English Industry and Commerce during the Early and Middle Ages (first edition, Cam- 
bridge, 1890), pp. 556-579; also by M. L. WoLowskI, Zraité de la premidre inven- 


tion des monnaies (Paris, 1864). 

2See Jefferson’s letter to J. W. Eppes giving his plan for the financial manage- 
ment of the war of 1812. Works, vol. vi. pp. 136-142. E. G. Spaulding prints a 
quotation from this letter on the title-page of his History of the Legal-Tender Paper 
Money issued during the Great Rebellion (Buffalo, 1869). The convention of the 
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The men who managed the finances of the federal govern- 
ment during the Civil War seem to have been thoroughly indoc- 
trinated with this theory. At all events, the policy which it 
prescribes was scrupulously carried out. Specie payments were 
suspended, and legal-tender notes were issued. We have in this 
recent experience, then, an excellent opportunity of studying 
the results of the modern method of making the. privilege of 
furnishing a currency for the transaction of the business affairs 
of the community into a machine for raising revenue. 

The wisdom of this policy should be considered from two 
points of view: first, from that of the financial interest of the 
government ; second, from that of the economic and ethical inter- 
ests of the nation. The field for discussion is thus very wide. 
But one aspect of it can be considered in the present paper. 
The effects of the issue of inconvertible paper money in dis- 
arranging the industrial organization of the country, in stimu- 
lating a spirit of reckless speculation, in breeding habits of 
extravagance in the people, in lowering the tone of business 
morality, in lessening the real wages of labor, in fact, all the 
questions that arise from the second point of view must be left 
for consideration in another place. At present the subject will 
be studied solely from the first point of view, that of the fiscal 
interests of the government. 


Immediately upon the bombardment of Fort Sumter, April 
12, 1861, President Lincoln issued a proclamation calling for 
75,000 troops, and convening Congress in extra session. This 
made it the duty of the secretary of the treasury, Mr. Salmon P. 
Chase of Ohio, to formulate definitely his financial policy at the 
very commencement of the war. The plan which he laid before 
Congress in July 1861 proposed to raise a revenue from taxes 
sufficient to pay the ordinary expenses of the government on a 
peace footing, and the interest on the public debt. All the war 
greenback party in 1876 likewise appealed to Jefferson in support of their views. 


See their platform in National Platforms of all Political Parties (ed. T. H. MCKEE), 
p. 101. 
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expenditures proper were to be met by the proceeds of loans. 
No war taxes were proposed.’ With the report, the secretary 
submitted several bills embodying his recommendations. Upon 
these Congress hastened to put the stamp of legislative approval. 
The government was thus committed to the dangerous policy of 
relying upon borrowing to furnish the financial means for waging 
war.” 

Under the authority conferred upon him by Congress the sec- 
retary immediately set to work to secure loans.3 Borrowing 
abroad was out of the question. To obtain money at home from 
a popular subscription would require time, and the need was 
immediate. Moreover, recent loans had not been well received, 
and just now several of the states were in the market trying to 
borrow money.‘ In this dilemma Chase appealed to the banks 
of the three chief commercial cities, New York, Boston, and 
Philadelphia. They responded most patriotically. A plan was 
arranged between their representatives and the secretary, whereby 
the associated banks agreed to advance 50 millions to the treas- 
ury immediately. In return they were to receive at their par 
value the same amount of treasury notes running three years 
and bearing 7.30 per cent. interest. The banks likewise were 
given an option of taking a second 50 millions of the notes on 
the same terms the 15th of October, and a third 50 millions the 
15th of December.’ 

The banks which thus undertook to lend the-government 150 
million dollars in four months’ time had an aggregate capital of 
but 119.7 millions. Although they were unusually strong in 
specie at the time the agreement was made, their total reserves 


* Senate Executive and Miscellaneous Documents No. 2, XXXVII Congress, first 
session. 

*Chase’s Loan Bill was passed by the house after a debate of one hour which 
was entirely occupied by Mr. Vallandigham. The vote was 150 to 5. (Congressional 
Globe, XX XVII Congress, first session, p. 61.) Even less time was given to it in the 
senate (zdid., pp. 109 and 127). 

3See text of the act in 12 Statutes at Large, 259. 

4 Appleton’s Annual Cyclopedia, 1861, pp. 297 and 307-308. 

5For text of this agreement see Bankers’ Magazine (New York), vol. xvi. pp. 
162, 163. 
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amounted only to 63.1 millions... This sum would hardly more 
than pay the first installment of the loan. To prevent its being 
exhausted at the very beginning it was necessary that the banks 
should be able to replace very rapidly the specie which they 
paid to the government. They counted on doing this in two 
ways. First, they would sell the securities received from the 
government to the public for cash. It was part of the agree- 
ment that the treasury should help in this by opening public 
subscriptions to the loan in all parts of the country. Second, 
the specie given to the government would be speedily paid out 
again in disbursements for its immense purchases of war supplies. 
The coin would thus be restored to the channels of trade, and 
naturally flow into the banks again. 

If the banks could collect specie in these two ways as 
rapidly as they paid it out to the government, they could con- 
tinue indefinitely to supply the treasury with funds. But the 
moment that there occurred even a brief delay in the return of 
specie to the banks trouble would come. The reserves would 
be depleted by the drafts of the treasury, and suspension would 
be inevitable. Such a delay would happen if anything should 
occur to make the public afraid to buy the 7.30 treasury notes 
from the banks, or to interrupt the government’s payments of 
specie out of the subtreasury, or to prevent men from depositing 
in the banks the coin received from the government. The situa- 
tion, both of the banks and of the treasury, was thus very pre- 
carious. The plan might work admirably in fair weather, but 
in the first storm it was likely to collapse. Chase, however, 
seems to have been blissfully ignorant that danger lurked in the 
scheme. 

At the very outset the banks met an unforeseen obstacle. The 
independent subtreasury system required all dues to the United 
States to be paid in coin to the treasury.?, This would have com- 
pelled the banks to send the specie lent to the government to 

‘See the tables showing the condition of the banks of New York, Boston, and 
Philadelphia during the year 1861, in Appleton’s Annual Cyclopedia, 1861, pp. 63-65. 
? Act of July 4, 1840, § 19. —5 Statutes at Large, 385. 








122 JOURNAL OF POLITICAL ECONOMY 


the subtreasuries, there to be shut off from the needs of com- 
merce until it came out again in payments to creditors. But an 
act had been passed by Congress with the special intent of remov- 
ing this difficulty.‘ The law of August 5, 1861, relaxed the rigor 
of the subtreasury system so far as to permit the secretary “to 
deposit any of the moneys obtained on any of the loans... . 
in such solvent specie-paying banks as he might select.”* Under 
this law the banks expected that the loan to the government 
would be managed in the same manner as a loan to a private 
person; they would credit the United States with a deposit of 50 
millions upon their books, against which the secretary of the 
treasury could draw as he had occasion. Chase, however, placed a 
different construction upon the act, denying that it authorized 
him to leave the government’s money with the banks. He there- 
fore insisted that the loan be paid in specie into the vaults of the 
subtreasury. Much against their will the banks complied.3 

But though this demand weakened the position of the banks, 
all went well for a time. During the first month the reserves 
were decreased, but not to a serious extent. Afterward the loss 
was partially recovered. The first installment of 50 millions 
was paid successfully, and the banks agreed to take the second on 
the 1st of October, fifteen days earlier than the time fixed upon. 
There was but one ominous sign. The popular subscription had 
not been a marked success. But 45 millions of the treasury 
notes of the first installment had been sold to the country, and of 
the second installment the sale was so slow that the public sub- 
scription offices were closed, and the banks undertook to dispose 
of the securities which they received by themselves.* Neverthe- 
less they agreed to anticipate the third installment by a month, 

*See the remarks of Senator W. P. Fessenden upon the object of this act.—Con- 
gressional Globe, XX XVII Congress, first session, p. 396. 

212 Statutes at Large, 313. 

3Chase’s reasons for his action are given in a letter to Trowbridge; see R. B. 
WARDEN, An Account of the Private Life and Publig Services of S. P. Chase (Cincin- 
nati, 1874), pp. 386-388. With this compare the letter of G.S. Coe to Spaulding 
(Appendix to second edition of SPAULDING’s History, pp. 91, 92). The latter letter 


gives the side of the banks. 
4See Chase’s letter referred to above.—WARDEN, pp. 386-388. 
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taking it November 16. This time, however, they would take 
no more 7.30 treasury notes, but instead received 6 per cent. 
bonds at a rate equivalent to par for 7.30 notes." 

Although the outlook to bankers seemed threatening, noth- 
ing serious happened up to the middle of December. The annual 
report of Secretary Chase contained no hint or suspicion of com- 
ing danger. Although the banks could sell their securities but 
slowly, they collected specie from the business community as 
rapidly as they paid it to the government. December 14th the 
reserves were very nearly as high as they had been at any time 
since August.? About this time, however, two untoward events 
occurred. The first was the report of the secretary of the treas- 
ury. It had been generally felt that the plan of borrowing from 
banks to carry on the war could be only a temporary makeshift 
intended to serve until a permanent policy could be matured. 
It was hoped that the finance report in December would pre- 
sent a programme of adequate taxation. The disappointment 
over its failure to do so was keen, and the suspicion that the sec- 
retary was not equal to his great task injured the credit of the 
government.3 The second event was the Trent affair which 
threatened for a time to involve the federal government in a 
war with England. 

The moral effect of these events was immediately seen. 
The credit of the government declined so that it became impos- 
sible for the banks to sell the government securities, which they 
held to a large amount, except at a great pecuniary sacrifice. 
This cut off one source from which they had been obtaining 
specie. At the same time people being frightened stopped 
depositing money in the banks, and this cut off the other 
source. Even worse, the deposits began to be withdrawn and 
the specie reserve dwindled at an appalling rate. About 27 

* This rate is 89.32463831. For the 50 million dollars of 6 per cent. bonds the 
treasury therefore received $45,795,478.48. See Executive Document No. 25, p. 129, 
XXXVII Congress, third session. 

?See the table in note, p. 124 below. 


3Cf. BLAINE, Twenty Years in Congress (Norwich, Conn., 1884), vol. i. p. 407. 
* The following table shows the variations of the aggregate specie reserves of the 
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millions in specie were drawn inland from the New York 
banks in the month of December, by far the larger part of it 
in the last two weeks." It was all outgo now, and no income. 
The end was but a question of time. After standing the strain 
upon their reserves for two weeks, the New York banks were 
compelled, in order to save themselves from complete exhaus- 
tion, to suspend specie payments on the thirtieth day of Decem- 
ber. Banks in other cities speedily followed suit.2 The sus- 
pension of the national treasury was entailed as a necessary 
consequence of the suspension of the banks. Thus the first day 
of the new year 1862 saw the collapse of the whole scheme of 
national finance. Chase’s plan had been proven insufficient in 
less than six months from the time it was formulated. 

The treasury had now reached a crisis. The secretary was 
at a loss what to do. While he was still considering, one of the 
members of the ways and means committee of the house of 
representatives brought in a bill authorizing the issue of legal- 
tender paper money. After some hesitation Chase acceded to 
the plan, and the first legal-tender act was passed in February 
1862. The first step being taken, the second and third followed 
quickly. Within a year from the enactment of the first law, a 


banks of New York, Boston, and Philadelphia, from the time of the first agreement 
with the government until a few days after the suspension - 


1861 Million 1861 Million 
Aug. 17 - $63.15 Nov. 2 - - $57.05 
24 60.32 9 - . 55-43 
31 57.69 16 - 56.01 
Sept. 7 - 54.56 23 - 56.59 
14 > 49.23 30 56.64 
21 no data Dee. 7 - - 58.02 
28 - 48.55 14 - 56.46 
Oct. 5 - 51.59 21 - - 53-15 
12 - 54.22 28 - 43.85 

19 - 55-85 1862 
26 - - 56.04 Jan. 4 - - 38.59 


(Compiled from tables of the official returns in Appleton’s Annual Cyclopedia, 
1861, pp. 63-65. The reserve for January 4, 1862, is from similar tables in Hunt’s 
Merchants’ Magazine, vol. xlvii. pp. 378-379.) 

*See table of movements of specie to and from New York, App/leton'’s Annual 
Cyclopedia, 1861, p. 304. 

* Hunt's Merchants’ Magazine, vol. x\vi. pp. 101-102. 
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total issue of 450 million dollars of United States notes had 
been authorized. This was the currency that later came to be 
popularly called the “‘ greenbacks.” 


The legal-tender acts led to a substitution of paper for a 
specie circulation.‘ The new money had no value in use. Melt 
a gold dollar and the bullion was still worth approximately 100 
cents. But if a paper dollar were burned, there was nothing left 
but ashes. The value of the new currency was therefore as 
strictly a derivative value as the value attached to the note of a 
private individual. So long as the financial credit of the govern- 
ment stood high, the discount upon its notes was small. But as 
it continued to put out additional issues of its notes, to contract 
an enormous debt, and to wage a war of apparently doubtful 
issue, the value of its notes depreciated for the same reason 
that the notes of a corporation whose affairs were in dubious 
condition would depreciate. This depreciation, slight at first, 
increased steadily, with favorable reactions when federal vic- 
tories seemed to promise an early end to the war. The maxi- 
mum monthly average was reached in July 1864, when a dollar 
note sold for 38.7 cents in gold.? After that month the value 
of the greenbacks gradually rose, under the stimulus of military 
success, until a month after the surrender of Lee a dollar in 
currency was worth nearly 74 cents in gold. 

When the greenbacks became the sole circulating medium of 
the country, the prices of all articles were necessarily quoted in 
terms of the paper currency, as before they had.been expressed 
in terms of specie. As the value which the members of the 
community placed upon the paper currency declined, it took 

* The dates of the legal-tender acts were February 25, 1862 (12 Statutes at Large, 
345); July 11, 1862 (12 Statutes at Large, 532); March 3, 1863 (12 Statutes at Large, 
710). Each act authorized an issue of 150 million dollars in United States notes. 

? See the treasury table of the value of currency in gold, Finance, Commerce, and 
Immigration of the United States, No. 4, Series 1895-6, p. 518. The lowest ebb in the 
value of the notes was on the 11th of July, when a dollar note brought only 35 
cents in gold. The premium on gold that day touched 285. See table of daily 


highest and lowest prices of gold in the New York market, in Mew York Commercial 
and Financial Chronicle, vol. i. p. 169. 
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more of the poorer dollars to purchase the same amount of 
commodities. When a man was selling groceries, the less valu- 
able a note of the United States seemed to him, the more of 
these notes he would ask for his goods. Thus the depreciation of 
these greenbacks brought about a very sudden and a very great 
rise of prices. This rise is succinctly shown in Professor Falkner’s 
price tables. Taking prices in 1860 as equal to 100, the average 
price level was 100.6 in 1861. By the beginning of 1862 it had 
risen to 117.8. Then the effects of the depreciated currency 
began to be fully felt, and the rise became more rapid. In 1863 
prices were 148.6, in 1864, 190.5, and in 1865 the maximum of 
216.8 was reached.‘ Prices had more than doubled in four 
years. 

This depreciation of the monetary unit of the country which 
served as the standard of value is the significant fact in the 
history of the greenback currency. From the depreciation fol- 
lowed many consequences of momentous importance to the 
community. At present, however, we are concerned with but 
one of these results, the effect of the depreciation upon the cost 
of the war to the taxpayers of the country. If the depreciation 
made any difference in that cost, this difference must appear in 
the amount of the public debt which the nation owed at the 
close of the struggle. For, if the use of a depreciated paper 
currency made the expenses of waging war less, it decreased the 
amount of money which the government had to borrow, and 
therefore left the country with a debt smaller than would other- 
wise have been the case. On the other hand, if the currency 
increased the cost of the war, it added to the sums which had to 
be borrowed and therefore created a larger debt. Thus the 
financial advantage or disadvantage of the use of the greenbacks 
is to be seen in the amount of the debt incurred. By consider- 
ing whether the debt was increased or decreased, we can ascer- 
tain the loss or gain by the use of this currency. The problem 
may be stated more exactly in this form: By how much was the 


*Wholesale prices, wages, and transportation (LII Congress, second session, 
Senate Report, No. 1394, part i, p. 91). 
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sum which the nation owed at the close of the war greater or less 
than the sum which it probably would have owed had no legal- 
tender paper currency been issued, that is, had the specie stand- 
ard of value been maintained ? 

A bit of analysis will provide a method by which this prob- 
lem may be attacked. Had the war been conducted on a specie 
basis the debt contracted would have been equivalent to the 
total excess of the current expenditures* expressed in terms of 
a specie dollar over the ordinary receipts of the treasury likewise 
expressed in terms of a specie dollar. Now the use of a paper 
dollar which had a value considerably less than that of a gold 
dollar artificially increased the nominal amount of all sums 
expressed in terms of it, in the same way that the use of a foot 
shorter than twelve inches would nominally increase the length 
of every article measured by it. Therefore the amount both of 
expenditures and of income was increased by the issue of paper 
over what these sums would have been on a specie basis. The 
public debt actually contracted was equal to the excess of the 
annual expenditures, increased as they were by the depreciation, 
over the annual receipts similarly increased. Comparing this 
equation with the former one it appears that the effect of the 
depreciation upon the amount of the debt is measured by the 
increase of expenditures minus the increase of revenues.? There 

‘Including all payments except those upon the principal of the public debt. 
When the government, as was the case during the Civil War, created a new debt to 
pay an old one, the total amount of money owed was not altered. See, however, 
below, p. 134 ef seg. 

A mathematical formulation may make this more clear : 


Let D =the debt that would have been contracted on a specie basis. 
R = the revenues expressed in specie. 
E = the expenditures expressed in specie. 


Then we obtain as equation (1), 


D=E—R. 

Now let D'= debt contracted on the paper basis. 
iR = increase in the revenues by use of paper dollar. 
iE = increase of expenditures through same cause. 


This gives us equation (2), 


D’' =(E + iE) — (R + iR). 
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will therefore be three steps necessary to discover the increase or 
decrease of debt due to the issue of the greenbacks. (1) An 
estimate of the increase of expenditures caused by the depreci- 
ation must be made. (2) The like increase of revenue must be 
found. (3) The difference between these two sums will give 
the desired result. If, after this calculation has been made, the 
increase of revenues be found to exceed the increase of expenses, 
the conclusion will be that the debt incurred on account of the 
war was less by reason of the use of the paper currency. In 
this case the legal-tender acts must be considered a success from 
the financial point of view. If, however, the result is the other 
way,—the increase of expenditures being greater than the 
increase of receipts, —the reverse conclusion must be drawn. 


I. THE INCREASE OF EXPENDITURES. 


When prices rose in consequence of the depreciation of the 
currency, the government, like any other purchaser, was com- 
pelled to pay more paper money for the supplies which it 
bought. The following table gives some examples of this 
increase in necessary expenditures. It shows the progressive 
rise in the prices which the navy department was compelled to 
pay to obtain food and clothing for its sailors. 

In considering this increase of expenditure, the first question 
to be settled is in what manner the addition made by tht depre- 
ciation to the prices which the government had to pay can be 
most accurately ascertained. Two methods suggest themselves. 
It may be assumed that the increase was in proportion (1) to 
the rise in the average price level, as shown by the senate 
report, or (2) to the decline in the gold value of the paper. 
Subtracting equation (1) from equation (2), 

(2) D' E+iE — R —iR. 

(1) D E —R. 





(3) D’ —D =iE — iR. 


That is, the change in the amount of the debt due to the depreciation of the currency 
is equal tothe increase in expenditures due to the depreciation minus the like increase 


in revenues. 
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TABLE I. 
PRICES PAID BY THE FEDERAL GOVERNMENT FOR FOOD AND 
CLOTHING FOR THE YEARS I861 TO 1865. 
1862 | 1863 1864 1865 
Name of article 1861 | of 
Price |eest.|| Price | tar] Price |ceen || Price lets, 
Foon. 

ES errr per bushell$ 1.49 $ 2.24 150 |/$ 3.15 211 |1$ 3.22 216 

A eee “ pound -0647 0540} 83 -075 | 116 -1132]175 |S .139]| 215 
errr rrr rT ist -1295 -2490 | 192 -3148 | 243 -4425 | 342 
Tere “ gallon -34 +3450 | IOI -59 174 1.19 350 

GOMEE.. 0:0 vac per 100 pounds} 6.17 8.99 146 || 13.22 214 || 23.50 381 

MR sin occ recite per pound -3898 -5890] 151 8195 | 210 1.1875 | 305 

Vegetables, fresh.. “ ” 0197 .0135| 68 .O15 76 .0123} 62 .026 | 132 

CLOTHING. 
Blue cloth trowsers “ pair] 3.08 3-37 109 4.88 158 5.92 192 9.33 | 303 
“ flannel overshirts...each| 1.45 1.615 | 111 2.975 | 205 3.15 211 4-19 | 289 

Canvas duck trowsers. per pair -99 1.07 108 1.74 176 1.98 200 3-57 | 361 
Canvas duck........ “ yard .28 3370 | 120 55 196 “59 |211 

Blue nankeen....... cei 05 .05 100 .28 560 -255 | 510 -394| 788 © 
Rs 6.6.0:60.0:65 4.600008 each} 1.77 2.37 134 3.60 203 4-15 234 5.88 | 332 
Calfskin laced shoes..per pair; 1.28 1.42 II! 2.20 172 2.13 166 2.57 | 201 
Kipskin shoes....... valine 1.31 1.48 113 2.14 163 2.18 166 2.54 | 194 
Woolen socks ....... ail 27 +2975 | 110 -3725 | 138 -549 | 203 .617 | 229 
Mattresses, two covers...each| 4.45 4.60 103 9.15 206 || 11.57 260 

Blue felt pea jackets..... “ | 10.00 10.00 100 22.97 | 230 

RIS 5:03. 860% 117 201 246 298 


















































Note: The above are the contract prices which the government paid for the 
Taken from reports of the naval bureau of provisions and 
clothing. See Reports of the Secretary of the Navy, 1861, p. 501; 1862, p. 892; 
1863, p. 1049; 1864, p. 1172; 1865, part ii, p. 381. 
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demand for lead, for example, its price was very much increased. 
The supply of the southern staples, cotton, tar and turpentine, 
molasses, sugar, and rice was partly cut off and their prices 
raised in consequence.* Every one of these were articles which 
the government required for its soldiers and sailors. Their prices 
would doubtless have risen considerably even had the war been 
conducted without a suspension of specie payments. To use 
an average price level in which these and other articles similarly 
affected were included would be to charge to the depreciation 
of the currency an increase of price due to causes entirely 
independent of the issue of paper money. The first standard 
would therefore not represent accurately the increase which the 
greenbacks brought about in the cost of the war.’ 

With the second standard also—the depreciation of currency 
as measured in gold—some trouble may be found. After the 
suspension of specie payments and the issue of paper money a 
part of the ordinary demand was taken from gold. It was no 
longer used as money. It was legally required only for pay- 
ment of customs duties to the government, and for payment of the 
interest on the public debt. This lessening of the demand had 
a tendency to lower the value of gold. But the effect of this 
tendency was probably not great. The monetary demand of a 
single nation for a few years is not an item sufficient to seriously 
change the value of gold fixed as it is in a world market. 


* The following table from the senate report shows how the prices of the articles 
named were raised above the average price level. 


1864 1865 
Average level of prices, - - - - 190.5 216.8 
Lead, drop shot, - . - - * gabe 340.4 
Cotton, - - : - - - wer 1090.9 
Molasses, New Orleans, . - * pees 283.0 
Sugar, granulated, - - - - ie 285.0 
Rice, - - - - i * oO. wee 282.4 
Tar, - - - - - - 720 
Turpentine, - - : : - goo . 


See respectively pp. 91, 40, 37, 33, 35, 34, and 48 of Part I of the report. 


*It is worth noticing, however, that the rise of prices which the government 
paid, as shown in Table I, was more rapid than the rise of general wholesale prices 
as shown by Dr. Falkner’s figures. 
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It seems fair, then, to conclude that the depreciation of the 
paper money in relation to gold gives a better basis than does 
the rise of prices in currency for estimating what prices the 
government would have had to pay for commodities upon a 
specie basis. At any rate the gold standard is the more con- 
servative. This fact is established by the following comparison 
between the rise of commodities and of gold in terms of the 
paper currency." 


Value of commodities Value of gold 

Years in paper in paper 
1860 - - - . - - 100.0 100. 

1861 - - - - - - 100.6 100. 

1862 - - - . - - 117.8 102.5 
1863 - = . e E - 148.6 145.1 
1864 - - - - - - 190.5 155-5 
1865 - - - . : - 216.8 216.2 


According to this table, commodities during the war were 
higher than gold, the value of both being expressed in terms of 
the paper currency. Therefore, if it be assumed that the prices 
which the government paid for commodities were as high above 
what would have been paid on a specie basis as the level of 
market prices in currency during the war was above what the 
price level had been in 1860 and 1861, the increase of govern- 
ment expenditures will appear greater than if the rise is assumed 
to have been in proportion to the fall in the gold value of the 
paper. In adopting the latter standard, then, we shall err, if at 
all, on the safe side. 

On this basis is made the following estimate of the amount 
by which the expenditures of the government were increased by 
the depreciation of the greenbacks. The first section of the 
table gives an itemized account of the current expenditures of 

*The value of commodities in terms of paper is Dr. Falkner’s average price 
of all articles (Senate Report, part i, p. 91). The value of gold in paper is the average 
premium for January of each year (from the treasury table referred to above, p. 125). 
The January price of gold is taken because Falkner’s prices of commodities are from 
quotations for the month of January, with a few exceptions (see Report, part i, p. 29). 
In making out the table of gold prices from that of currency prices Falkner uses 
the January premium on gold instead of the average for the whole year (Report, part 
i, p. 99). 
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TABLE II. 


INCREASE IN THE EXPENDITURES OF THE FEDERAL GOVERNMENT 
CAUSED BY THE DEPRECIATION OF THE CURRENCY, 1862 TO 



































1866. 
pone Fiscal Fiscal Fiscal —_ 
86. year year year 
(6 mos.) | #863 1864 1865 oan 
1, Current expenditures.’ Million | Million | Million Million | Million 
For war...........eee. sees ++] $197-2 | $599.3 | $690.8 |$1,031.3] $118.5 
So iat accoce ecb sn ka es 21.3 63.2 85.7 122.6 7.2 
PUN 56s Kaene seas oor 1.1 | 3.1 2.5 3.8 5 
EEE TOE 5 1.1 5.0 10.5 2.6 
For miscellaneous objects...... 10.7 23.3 27.5 44.8 6.8 
For interest on the public debt... 6.6 24.7 53-7 77-4 22.2 
: 237-4 | 714-7 | 865.2 | 1,290.4 157.8 
II], Expenditures not increased by the 
depreciation. 
For pay of the army?......... | 48.4 188.2 227.1 308.7 107.6 
For pay of the navy3......... 4.8 13.9 | 25.2 28.8 1.6 
For salaries of the civil list4 ... 2.9 6.4 8.1 10.8 2.0 
For expenses of foreign inter- ° 
ES ee aoe y 6 1.2 1.3 1.3 2 
reer 2 3.1 2.5 3.8 5 
a EET TCT ee 5 1.1 5.0 10.5 2.6 
For interest on the public debt. 6.6 24.7 | 53-7 77-4 22.2 
: 64.9 | 238.6 | 322.9 441.3 136.7 
III. Expenditures increased by depre- 
ciation (I minus II)......... 172.5 476.1 542.3 849.1 21.1 
IV. Average value of $100 of currency| 
CT inieccine ataddunaes | 96.9} 72.9 64.0 49.5 70.1 
V. Gold value of the expenditures, 
increased by depreciation....| 167.2 347.1 347.1 420.3 14.8 
VI. Amount by which depreciation in- 
creased expenditures........ 5.3 129.0 195.2 428.8 6.3 
Add the increase in the pay of 
We OIE ocnnodsc acdc nssnes hice mene 7-1 57-9 20.1 
VII. Total sum by which expenditures 
were increased by the depre- | 


GID hsiécde cde Sensuous alana ee cence al coos | | 6ST 


NOTES TO TABLE II. 





* As given in the annual statements of the register of the treasury. See Finance 
Reports, 1862, pp. 37-42; 1863, pp. 34-40; 1864, pp. 33-39; 1865, pp. 44-49; 1866, 
pp. 32-37. For 1862 one-half of the expenditures are taken, and for 1866 one-sixth. 

* Taken from the annual reports of the paymaster-general. Includes payments to 
the regular army, to volunteers, and to the Military Academy. See for 1862, Executive 
Document No. 1, p. 43 (XX XVII Congress, third session, vol. iv); for 1863, Executive 
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Document No. 1, p. 73 (XXXVIII Congress, first session, vol. v); for 1864, ExecuAve 
Document No. 83, p. 100 (XXXVIII Congress, second session, vol. xiv); for 1865 
Executive Document No. 1, part ii, p. 898 (XXXIX Congress, first session, vol. iii) 
After May 1, 1864, three-sixteenths of the pay reported is added in section vi to the 
increase of expenditures caused by depreciation, because the Act of June 20, 1864 
(taking effect May 1), increased the pay of private soldiers from $13 to $16 per month 
(13 Statutes at Large, 144). The report of the paymaster-general for 1865 states the 
amount paid to the army between June 30 and October 31, 1865, as 215.3 million 
dollars. For the two months of the fiscal year 1866 1 have taken half this sum, 
having no means of making a closer approximation. The sum paid in these two 
months was five-twelfths of the total payments for the year. So, in stating the 
total expenditures of the war department for July and August 1866 I have taken five- 
twelfths of the expenditures of the year. All other items of expenditure for 1866 are 
one-sixth of the whole expenses of the year. The reports of the register give no data 
for making a more exact calculation. 

3Amount drawn from the treasury by requisitions for pay of the navy, including 
the marine corps, as reported each year by the second comptroller of the treasury. 
See for 1862 Report of the Secretary of the Navy, p. 921; for 1863, ibid., p. 1094; for 
1864, Executive Document No. 12 (XXXVIII Congress, second session); for 1865, 
Executive Document No. 8 (XXXIX Congress, first session); for 1866, Executive 
Document No. 315, pp. 270 and 276 (XL Congress, second session). 

4 The expenditures for the civil list and for foreign intercourse are usually included 
among the miscellaneous expenses. See statements of the regis‘er of the treasury 
already cited. 

5 From the treasury table of the average value of $100 in gold in the New York 
market. See Finance, Commerce, and Immigration of the United States, No. 4, Series 
1895-6, p. 518. For 1862 I have taken the average value for the months January to 
June 1862; for 1866, of the months July and August 1865; for the other years the 
figures are those given as the average value for the respective fiscal years. 


the United States for the latter half of the fiscal year 1862, for 
1863, 1864, 1865, and the first two months of 1866. These 
limits are determined by the facts that the depreciation of the 
currency began January 1862, and the public debt reached its 
maximum amount August 31, 1865." The propriety of these 
limits for an estimate of the whole amount by which the public 
debt was increased by the depreciation is evident. 

Of these items of expenditure some were increased by the 
depreciation cf the currency, and some were not. In the latter 
class fall most of the expenses for labor. Thus the pay of the 
soldiers was fixed by statute, and therefore could not be changed 
except by a new statute. Until May 1, 1864, the pay of the 

* Report of the Secretary of the Treasury, 1866, p. 6. ' 
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rank and file of the army remained what it had been when it was 
made in specie. On that date, however, the wages of private 
soldiers was increased from $13 to $16 per month. The table 
shows what the pay of the army would have been upon a specie 
basis, that is, the actual pay, making allowance for this increase 
after May 1, 1864. 

Other items of expenditure unaffected by the depreciation 
were the pay of the navy, the salaries of the officials on the 
civil list, pensions, and the expenses of foreign intercourse. 
The payments to the Indians consisted partly of money, partly 
of commodities. The cost of the latter portion was of course 
increased by the rise of prices. To make sure of being on the 
safe side, however, the Indian disbursements are here included 
among the expenditures not increased by the depreciation. 

Another item in the same class was the expenditure for 
interest. If the war had been conducted on a specie basis taxes 
would have been levied and the interest on the public debt both 
paid in coin. When it passed to the paper basis the govern- 
ment expressly provided that the paper money should not be a 
legal tender for the interest on its debt. To obtain coin for 
this single purpose, customs duties were required to be paid in 
gold. Under this arrangement the issue of paper money made 
no difference with the item of interest directly. The same num- 
ber of dollars had to be raised under the paper régime, and in 
the same medium, that would have been required on a specie 
basis, and no more.’ 

Since our object is to ascertain the increase of public debt 
due to the depreciation of the currency, the expenditures made 
in payment of the principal of the debt itself are excluded 
from the table. When the government contracted new loans to 
pay old debts that had matured, the increase and decrease would 
offset each other, provided the government could borrow at par. 


"Indirectly, however, the use of paper money did affect the interest charge in 
two ways. (1) The issues of United States notes constituted a loan without interest, 
and thus saved the interest upon a certain amount of borrowed money. (2) On the 
other hand, the use of the paper money increased the sums that the government had 
to borrow, and therefore increased the interest charge. See below pp. 141-142. 
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Of the debts that matured and were discharged during the war, 
a part were paid in gold and a part in paper.*' Paper the gov- 
ernment could most of the time borrow at par, or even a small 
premium. But for gold a large premium had to be paid. How- 
ever, the customs receipts considerably exceeded each year the 
interest charge, and thus gave the government a certain amount 
of gold to meet other coin obligations. This made it necessary 
to purchase but little specie, so that the increase of debt on this 
account may be safely neglected.” 

All of these items of expenditure unaffected by the depre- 
ciation of the currency are grouped together in the second sec- 
tion of the table. By subtracting their sum from the total 
expenditures we obtain the amount of expenditures that were 
increased by the use of the greenbacks. This is given in the 
third section of the table. To find what these expenditures would 
probably have amounted to on a specie basis, their gold value 
is obtained by multiplying the amount for each year by the 
average value of the greenbacks in gold (section V). The dif- 
ference between these sums (section VI) and the sums actually 
paid out, shows the extent to which the expenditures of the gov- 
ernment were annually increased by the depreciation of the 
currency (section VII). The sum of these five amounts gives 
the total increase of expenditure caused by the issue of the 
greenbacks. ‘This sum is 849.7 million dollars. 


II. THE INCREASE OF REVENUES, 


The first section of Table III shows the current receipts of 
the government during the period under consideration. As with 


* For example, the loan of 1842 was paid in gold (see Chase’s letter to Congress 
on the subject, Executive Document No. 27, p. 2, XXXVII Congress, third session). 
So also were the demand notes and the 7.30’s issued in 1861. On the other hand, the 
temporary loan and the compound-interest notes were paid in paper currency (see the 
provisions of the acts of February 25, 1862, § 4, 12 Statutes at Large, 345; of March 
3, 1863, § 2, 12 Statutes, 710; and of June 30, 1864, 13 Statutes, 318). For informa- 
tion on this subject I am indebted to the kindness of Professor Charles F. Dunbar. 

* That the government did purchase some coin appears from the entry among the 
miscellaneous expenses of 1862 of $9,312.50 “for premium on the purchase of coin.” 
—Finance Report, 1862, p. 39. 
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TABLE III. 


INCREASE IN THE CURRENT RECEIPTS OF THE FEDERAL GOV- 
ERNMENT, DUE TO THE DEPRECIATION 


1862 To 1866. 


OF THE CURRENCY, 




















— Fiscal | Fiscal | Fiscal 7 ae 
1862 year year year é 

(6 mos.) 1863 1864 1865 (2 mos.) 
I. Current receipts.’ Million Million | Million | Million | Million 
NS icern acne wi aicaea'se $33.5 $69.1 | $102.3 $84.9 $31.3 
From sales of public lands.... . of 2 -6 1.0 a 
| errr 1.8 1.5 5 1.2 .0 
From miscellaneous sources... . 5 3.0 47-5 33.0 12.6 
From internal revenue....... 37.6 109.7 209.5 64.4 
35.9 111.4 260.6 329.6 108.4 

II. Receipts increased by deprecia- 

, tion. 

From internal revenue......... 37.6 109.7 209.5 64.4 

From miscellaneous sources, less 
premium on sales of gold.... § 3.0 28.2 27.7 11.7 
5 40.6 137.9 237.2 76.1 

III. Average value of $100 of currency 
in gold..... WE CROP Oe Ce: 96.9 72.9 64.0 49-5 70.1 

IV. Gold value of the receipts in- 
creased by depreciation........ 5 29.6 88.3 117.4 53.3 

V. Increase of receipts through depre- 
icin 0g Wind 6h 0S m6 Xie 0 11.0 49.6 119.8 22.8 

Add receipts from premium on 
UO Mc ccdccccedcas 19.3 | $3 9 
11.0 68.9 | 125.1 23.7 

VI. Total increase of receipts by de- 





PUCCIATIOR 6. o.6.6'c 00s cecsiecoes 228.7 











* As given by the annual statements of the register of the treasury (see Finance 
Reports, 1862, p. 37; 1863, pp. 34-5; 1864, p. 33; 1865, pp. 44-5; 1866, p. 31). 
For 1862 the receipts of the last two quarters of the year are given; for 1866 two- 


thirds of the receipts for the first quarter. 


*For 1864 see Executive Document No. 73, p. 24 (XXXVIII Congress, second 
session). 2.8 million dollars received as premium on gold sent to London from San 
Francisco is included. For 1865 see Executive Document No. 12, p. xlii (XXXI1X Con- 
gress, second session). Being unable to find a statement of the premium on sales for 
the months of July and August 1865, I have assumed that the premium was one-sixth 


of the amount for the preceding fiscal year. 


| 
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expenditures, there is reason to consider that the receipts from 
some sources were increased by the depreciation of the currency 
and those from other sources were unaffected. To begin with 
the latter, the revenue derived from the direct tax could have 
been neither larger nor smaller by reason of the change to a 
paper basis. This item of receipts was collected under author- 
ity of the Act of August 6, 1861, which had imposed a direct tax 
of 20 million dollars and apportioned it among the states 
according to their respective populations.' This act was passed 
six months before the suspension of specie payments; the 
amount to be raised by the tax was fixed by law, and the imposi- 
tion was not repeated.” 

Receipts from the sales of public lands were likewise unaf- 
fected by depreciation. The effect of the war was to discourage 
the buying of western lands from the government, and this 
caused a considerable falling off in the revenue of the land 
office. The decline in the value of the currency which might 
be paid for the lands did not suffice to check this tendency. 

It has been already stated that customs duties were paid in 
gold during the war. The receipts from this source were there- 
fore on the same footing as if specie payments had been main- 
tained. All the duties were paid in coin, and the ad valorem 
duties assessed on the foreign specie valuation of the goods. 
The change in the value of the dollar in the United States made 
no difference directly in the customs receipts. 

The revenue derived from miscellaneous sources comprises a 
considerable number of small items. Of these, some were 
doubtless increased by the depreciation, e. g., the proceeds of 
sales of captured and abandoned property. Other items, ¢. g., 
receipts of fees by American consuls abroad, were unaffected. 
But one portion of these receipts, viz., the premium on sales of 

"12 Statutes at Large, 294-296. 

?The Act of July 1, 1862, § 119 (12 Statutes at Large, 489), provided that only 
one direct tax should be levied until April 1, 1865. The Internal-Revenue Act, 
approved June 30, 1864, § 173 (13 Statutes at Large, 304), declared that no direct 


tax should be levied until Congress passed a new law requiring it, which Congress 
did not do. 
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gold coin made in 1864, 1865, and 1866 should be set down as 
clear gain. The government imposed customs duties in gold; 
the coin received from this source exceeded the amount of its 
coin obligations, and this excess was sold in the gold market for 
paper money. In making up the estimate, the amount of this 
premium is subtracted from the miscellaneous receipts, and the 
remainder is counted as having been increased by the full 
amount of depreciation, although, as has been pointed out, it 
contains elements that certainly were not affected by the change 
in the value of the currency. The amount of the premiums is 
afterwards added to the increase of revenue. 

The last of the enumerated government receipts remains, the 
internal-revenue duties. This system of taxation was inaugurated 
by an elaborate law passed July 1, 1862, which imposed certain 
duties, partly ad valorem, partly specific, upon a great variety of 
manufactured articles, imposed a tax upon the gross receipts of 
canals, railroads, theaters, etc., taxed auction and brokers’ sales; 
required licenses for practicing professions, levied an income 
and a legacy tax, and placed certain taxes upon articles of 
luxury such as carriages, pianos, and plate." This law was 
superseded two years later by another internal-revenue act which 
raised the rates of taxation, and increased the number of arti- 
cles made to pay duties.’ 

At the time the first law was passed the depreciation of the 
currency was not great, and probably the rates of taxation 
imposed do not differ much from what they would have been 
upon a specie basis. As the depreciation continued, and prices 
rose, the ad valorem duties, and the taxes on gross receipts 
and upon incomes were increased in proportion. The specific 
duties, however, remained what they had been until July 1, 1864, 
the beginning of the fiscal year 1865. In considering the receipts 

*12 Statutes at Large, 432-489. The amendments in this act were not in the way 
of increasing the total revenue derived from it. See Act, July 17, 1862 (12 Statutes, 
627); Act, March 3, 1863 (12 Statutes, 713-731); and Act, March 7, 1864 (13 Statutes, 


14). 
*13 Statutes at Large, 223-306. Amended by Act of March 3, 1865 (13 Statutes, 


469-487). 
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from internal revenue for the fiscal years 1863 and 1864 it is 
legitimate to consider the sums received from the former duties 
as having increased with the depreciation. But the specific 
duties, including a large portion of the taxes on manufactured 
articles, receipts from animals slaughtered, from licenses, and 
the tax on articles of luxury, should not be charged with a rate 
of increase greater than the depreciation in June 1862, when the 
act was passed. The Act of July 1, 1864, however, readjusted 
all the duties to the basis of the depreciated currency ; and per- 
haps it is fair to consider that all the receipts from internal 
revenue in the succeeding year were increased in proportion to 
the depreciation. 

In these remarks upon the connection between the amount 
of revenue raised by the government and the decline in the 
value of the currency, attention has been given only to the direct 
effects of depreciation. The change to the paper basis, however, 
was a far-reaching fact whose influence was felt powerfully in all 
branches of industry. Its indirect effects, though less tangible, 
and altogether incapable of exact statement, were very potent. 
It may be well to point out very succinctly some of the ways in 
which they affected the current receipts of the government. 

(1) The depreciation caused prices of all property to rise. 
This made every man apparently richer than he was. Despite 
constant warnings that the change was apparent only, the psy- 
chological effect upon the people was everywhere evident. 
Feeling wealthier, they felt more able and more willing to pay 
heavy taxes. 

(2) This same sensation of being richer made, the people 
extravagant. This increased the demand for articles of luxury. 
Consequently the imports of foreign goods were enlarged, and 
this increased the receipts of the government from customs 
revenues. 

(3) To offset these influences favorable to the revenue, the 
depreciation crippled the economic efficiency of some of the 
most important classes of the community, and therefore lessened 
their ability to pay taxes. A sudden rise of prices is seldom 
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uniform; it certainly was not in the United States during the 
war. All producers, the value of whose products rises less 
rapidly than the general level of prices, are for the time being 
made actually poorer by the change. Such seems to have been 
the condition of the American farmers from 1862 to 1866." Any 
influence unfavorable to the agricultural class in a country whose 
interests were so largely agricultural as was the case with the 
- United States in the decade in question must be reflected in the 
amount of revenue which the government can raise by taxation. 
Perhaps still more important was the decrease in the real wages 
of labor. As usually happens in such cases, the rates of money 
wages lagged behind the advance of prices, and in the interim 
which was not concluded in 1865 the economic status of laboring 
men was lowered.” Professional men remunerated by fees, of 
which the amount was fixed largely by custom, were in the same 
position. To take the salaries of teachers as an example, we find 
that in 1865 they were receiving in gold between 50 and 60 per 
cent. of what had been their pay in 1860.3 
As was said, it is impossible to assign to each of these and other 
like influences, of which even the mention must, for lack of space, 
be here omitted, their proper importance, and balance them off 
against each other. The only course practicable in such a paper 
as the present is to neglect these reactions entirely. In doing 
‘so, however, it is not thought that the result of the estimate is 
made too favorable. To guard against that danger, the receipts 
from internal duties are all treated in the estimate as having 


been increased to the full extent of the depreciation of the cur- 
rency in which they were paid, although reasons for thinking that 
this was not the case have been given above. 


‘See the thoroughgoing investigation into the prices of farm products made by 
Mr. L. G. Powers (Fifth Biennial Report of the Bureau of Labor of the State of Minne- 
sota, St. Paul, 1896). Mr. Powers concludes that the financial condition of the farmers 
is better at present than it was during the war (p. 363). 

*The statistics of wages in the senate report have been criticised as being too 
optimistic, yet even these figures show a considerable decline in real wages during the 
war. Compare the table of currency wages (p. 174) with that of currency prices 
(p. 91), and note the more rapid rise of the latter. 

>See table of teachers’ salaries in gold, ibid. p. 190. 
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The estimate made in detail in Table III, after the same 
fashion as the calculation of the addition to the expenditures of 
the government caused by depreciation, gives the result that the 
receipts of the government were increased during the war 228.7 
million dollars above what they would have been had the specie 
standard of values been maintained. 

Comparing this 228.7 million increase of receipts with the 
849.7 million estimated increase of expenditures, we find that 
the outgo of the government was inflated by the influence of 
the depreciated currency 621 million dollars more than its 
income. This sum then represents, according to the plan of 
the calculation, the unnecessary addition which the use of a 
legal-tender paper currency made to the debt incurred during 
the war. 

Before taking the last step in the estimate, a question that 
naturally suggests itself may be answered. Suppose that the 
war had been conducted on a specie basis, how would the money 
raised by the greenbacks have been secured? Supposing the sum 
to have been borrowed, (1) the interest which the government 
would have paid would have been larger than was actually the 
case, for the greenbacks were ‘‘a loan without interest,’’ and (2) 
selling so many more bonds would have lowered the prices of 
government securities. Should not deduction be made from the 
estimated increase of the debt to offset these disadvantages of 
the specie basis ? 

To this it may be answered that guessing how the 450 mil- 
lion dollars secured by the use of the greenbacks might have been 
raised had the legal-tender acts not been passed is guessing at 
what can never be known. It is not necessary, however, to 
suppose that the whole sum would have been borrowed on 
interest-bearing bonds. At least a part of the 450 million 
dollars might have been issued in demand notes convertible 
into gold. Then the interest charge would have been only 
upon the gold reserve kept to ensure the instant redemption of 
the notes. In this case the saving of interest upon the use of 
notes for which no coin reserve was kept would have been much 
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less than the increase of interest through the 621 million dollars 
extra loans which the depreciation of these non-convertible 
notes made it necessary to borrow. And even on the supposi- 
tion that the money had all been obtained by loans, the saving 
of interest by the issue of the greenbacks was only about 21 
million dollars in excess of the interest paid on the unnecessary 
debt created by them." 


*In the following table a comparison is made between the saving of interest on 
the greenbacks, and the increase of interest due to the contraction of unnecessary 
debt. In making it, the assumption has been taken that there is a saving of interest 
for an average-period of six months on the increase of greenbacks put in circulation 
during any year; and likewise that on the sums borrowed in any one year on account 
of the depreciation, interest was paid on the whole amount for an average of six 
months. Therefore in calculating the interest saved, or paid each year, the interest 
on the whole sum of greenbacks outstanding on the first day of the year, or of the 
total sum that had been borrowed because of depreciation up to that time, is taken for 
twelve months, and to this is added six months’ interest on the increase of greenbacks 
or of debt during the year. With the greenbacks is included the amount of fractional 
currency in circulation, it forming a loan without interest to the government quite as 
much as the United States notes. The rate of interest taken is 6 per cent. 


SAVING OF INTEREST BY THE USE OF PAPER MONEY. 
Fiscal years 

Amount issued in - - - 1862 $ 96.6m. at 6 percent. ( 3 mo. $ 1.45 m. 
Outstanding commencement of 1863 96.6 6 (12 5.80 
Amount issued in - - - 1863 221.4 ( 6 6.64 
Outstanding commencement of 1864 318.0 (12 19.08 
Amount issued in - - - 1864 136.1 (6 4-08 
Outstanding commencement of 1865 454.1 (12 27.25 
Amount issued in - . - 1865 3.6 (6 

Outstanding commencement of 1866 457.7 ta 


Me « 6 © se * 


INTEREST PAID ON DEBT INCURRED BECAUSE OF DEPRECIATION OF 
THE CURRENCY. 
Borrowed during - - - 1862 $ 5.3m. at 6 percent. ( 3 mo.) = $ 

by commencement of 1863 5.3 6 (12 
during - - - 1863 118.0 6 ( 6 
bycommencementof 1864 123.3 6 (12 
during - - - 1864 133.4 6 (6 
bycommencement of 1865 256.7 6 (12 
during - . - 1865 361.6 6 ( 6 
bycommencementof 1866 618.3 6 (a 
during first 2 mos. of 1866 2.5 6 (1 


Total - - . 
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As to the lowering of the price of government securities that 
would have resulted from borrowing 450 million dollars more on 
bonds, it may be answered, first, that the suspension of specie 
payments, and the issue of legal-tender paper money,—the 
ordinary resort of bankrupt governments,— was in itself a great 
blow to the national credit, and therefore tended strongly to 
make the terms on which the treasury could borrow less favorable; 
second, the depreciation in the price of government securities 
caused by selling 450 million dollars more of bonds would not 
have been so great as was that caused by borrowing the 621 mil- 
lion dollars extra, for which the greenback policy was responsible. 
A further sum should be charged against the greenbacks on this 
score. But since the amount of this item could be determined 
only by conjecture it will be neglected. However, in order to 
make ample allowance for the advantage of the “loan without 
interest,” the saving of 21 million dollars will be deducted from 
the increase of debt. When this is done the greenbacks stand 
charged with an increase in the cost of the war up to August 31, 
1865, amounting to 600 million dollars. 


It remains only to consider how the depreciation of the cur- 
rency, which did not end with the war, affected the later pay- 
ments of the public debt. It has been seen that the prices 
which the government had to pay for commodities were raised 
by the use of the paper dollar as the standard of value. This 
increase of necessary expenditures compelled the treasury to 
borrow more dollars in order to purchase the same amount of 
commodities. But this increase in the expensiveness of the war 
was, for the time being, nothing but a name. It was due solely 
to the fact that the purchasing power of the dollar had changed. 
When the denominator of value grew smaller, in order to 
express the value of a given amount of commodities it was 

According to this estimate the saving of interest up to the moment when the debt 
reached its maximum was 21.21 million dollars. For the amount of paper currency 
outstanding at the close of each year see Statistical Abstract of the United States, 1878, 


p- 14. The statement of the debt incurred each year because of the depreciation of 
the currency is compiled from Tables II and III. 
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necessary to make the ‘numerator correspondingly larger. What 
the war really cost the community was the amount of labor and 
of wealth unproductively consumed in waging it. Depreciation 
could not change the number of men needed to fill the armies, 
nor the supplies which the soldiers consumed ; it altered only 
the number of dollars which the government had to pay for 
these services and commodities. 

The depreciation of the currency then made no difference in 
the amount of the wealth consumed during the war. The only 
way in which it did make a real increase in its cost came in the 
repayment of the debt. During the war the government bor- 
rowed vast amounts of capital from the community. Under the 
rise of prices this capital was expressed in, perhaps, twice as 
many dollars as it would have been on a specie basis. To bor- 
row it, the government promised to pay back some time in the 
future this number of dollars, increased as it was by the effects 
of depreciation. The loss of the taxpayers depended on how 
much wealth the dollar represented when returned to the cred- 
itor in the future. As a matter of fact, the dollars paid in 


redemption of the debt were much more valuable than the dol- 
lars borrowed. In 1865 the treasury borrowed, on giving its 


promise to pay, millions of ‘dollars”’ when their average value 
was less than fifty cents in gold. On maturity these loans were 
paid back in ‘“dollars’’ worth 100 cents in gold. The differ- 
ence between the gold value of 50 cents received and the 100 
cents value repaid was not nominal; it was a real increase in 
the cost of the war to the taxpayers. It was so much more 
wealth which the people had to take from their pockets and 
give to the treasury in order to pay the debt incurred. by the 
government. 

But not all of the debt was paid in dollars worth 100 cents 
in gold. A considerable portion was discharged in ‘lawful 
money,” that is, in paper currency while it was still depreciated. 
In this case the loss to the people was the difference between 
the wealth represented by the dollar borrowed and the dollar 
returned, 7. ¢., rating gold as the standard of value, between the 
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value of the paper dollar in specie when it was borrowed, and 
its value in specie at the time it was repaid. 

If the war had been conducted on a coin basis, the number 
of ‘dollars’ owed by the government at its close would have 
been —to take the figure of our calculation— some 600 millions 
less than it actually was. But on the specie basis, though the 
debt would have been less, every dollar of obligation would have 
been paid in coin. On the paper basis the government was free 
to pay part of its debt in depreciated paper. By so doing a sav- 
ing to the taxpayers was effected equal to the difference between 
a dollar in gold and a paper dollar at the time when this debt 
was in fact paid off. Evidently this saving is an element that 
should be taken account of in estimating what the greenbacks 
cost the taxpayers. 

During the war the government negotiated three kinds of 
loans: (1) loans of which the kind of money in which they 
should be repaid was not stipulated; (2) loans expressly paya- 
ble in coin; (3) loans expressly payable in “lawful money.” 
The terms on which the government could borrow were not the 
same for these different classes of securities. Obligations paya- 
ble in lawful money never sold on such favorable terms as simi- 
lar obligations payable in gold. There was always a discount 
against them in the shape either of a higher rate of interest, ora 
lower price in the market. Therefore, to raise a given sum of 
money the government was compelled to obligate itself to pay 
a larger number of dollars in the principal of the debt, or a 
higher rate of interest, when it issued securities payable in law- 
ful money than when it issued coin bonds. Thus the use of 
lawful-money securities increased the amount of debt which was 
owing at the close of the war above what it would have been had 


all the obligations been made payable in coin. 
The increase of debt from this cause should be included in 


the indictment against the greenbacks. How great this increase 
was, however, can only be conjectured. For example, under the 
Act of March 3, 1865, treasury notes running three years, with 
interest at 7.30 per cent., payable, principal and interest, in lawful 
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money, were sold for exactly the same price in the market as 
were the 6 per cent. bonds, payable not less than and not more 
than twenty years after date, interest and principal in coin." It 
is impossible to equate these two sums in such a way as to tell 
how much less favorable was the bargain which the government 
made on the paper than on the specie security. We do not know 
what importance was assigned to the higher rate of interest in 
paper, what to the shorter time of the treasury notes, nor what 
to the chance that the bonds might run for full twenty years; 
and, not knowing these data, we cannot know how much the 
fact that the notes were payable in currency had to do with the 
less favorable terms on which they were sold. For this reason 
no estimate will be made of the amount by which the sale of 
lawful-money securities increased the debt, although this sum 
should properly be deducted from the following calculation of 
the saving effected by using this kind of obligations. This 
omission tends to make the estimate of the saving too large. 

* After the war was over and the reduction of the debt had 
begun, the policy was adopted of paying all loans in coin except 
when it had been expressly stipulated by the law authorizing 
them that they should be paid in lawful money.? Of such obli- 
gations there were outstanding August 31, 1865, when the debt 
was at its maximum, some 1273.2 millions. As is shown in 
detail by Table IV, most of these obligations bore a high rate of 
interest, and ran for but short terms. They were therefore the 
first part of the debt to be paid. The table shows how rapidly 
this redemption was effected. Much the “greater part of the 
whole amount had been retired by July 1, 1868. During these 
years the currency was at a discount of about 30 per cent. 
Above 1000 millions of debt were paid in dollars depreciated 
to this extent. 

This very rapid redemption of the lawful-money debt was 
accomplished by a process of refunding. While one obligation 

* Report of the Secretary of the Treasury, 1867, p. lv. 

*See the Act to Strengthen the Public Credit, approved March 18, 1869 (16 


Statutes at Large, 1). The United States notes were expressly mentioned and the 
pledge given to redeem them in “coin or its equivalent.” 
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TABLE IV. 


THE COST AT WHICH THE DEBT PAYABLE IN LAWFUL MONEY WAS REDEEMED. 








Aug. 31 | July: July: | July x {|July r/July 1|July 1} July x 
1865 1866 1867 1868 | 1869 | 1870 | 1871 | 1872 





Loans payable in lawful money." Million Mil, Mil. Mil. | Mil. .| Mil. | Mil. 
Temporary loam......cccccccccsccccccesss+($ 107.1) $ 120.2/$ 20.2/$ 13.818 .2 $ .1/$ «1 
One and two-year demand notes of 1863.. ? 34.0 3.5 34 6 a x 2 
Certificates of indebtedness................- 85.1 26.4 0 0} .0 0} .0 
Compound-interest notes ...... . 217.0 159.0| 122.4] 28.2] 2.9 8 
7.30 three-year treasury notes ............+- 830.0 806.3| 488.6 282i t2 5 
Fractional and postal currency .......... . 26.3 27.1 28.3 32.6 | 32.1 


Total indebtedness payable in lawful money . 1299.5| 1142.5] 660.6] 112.9 | 36.7 





Reduction of the debt payable in lawful money *. 157.0| 481.9] 547-7 | 76.2 
Net reduction of the public debt3..............+. 62.5] 95.1 66.4 | 23.2 
Average value of $100 of currency in gold4...... 71.7 70.9 71.5 | 72.7 
Gold value of currency paid in redemption of debt 44.8 67.4| 47-5 |16.9 


Saving to government by redeeming debt in 
paper money instead of in gold5............. 17.7 27.7 18.9| 6.3] 1.2 
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NOTES TO TABLE IV. 

*Compiled from the annual statements of the public debt made by the register 
of the treasury. For 1865 see Executive Document No. 81, p. 2 (XL Congress, second 
session); for the following years see the Finance Reports, 1866, pp. 38-43; 1867, pp. 
l-lv ; 1868, pp. lii-lix; 1869, pp. xxili-xxix; 1870, pp. xxxv-xlv; 1871, pp. 26-37; 
1872, pp. 29-38; 1879, pp. 25-36. 

It will be noticed that in 1870, instead of being a reduction in the lawful money 
debt there was an increase, caused by new issues of fractional currency. 


3August 31, 1865, the principal of the public debt was 2,845.9 million dollars 
(Report of the Secretary of the Treasury, 1866, p. 6); June 30, 1866, it was 2,783.4 mil- 
lion dollars (7did., p. 4). The decrease is 62.5 million dollars. For the three succeed- 
ing years the reduction is taken from a table in the Fimance Report, 1871, p. 11. 


4From the treasury table: Finance, Commerce and Immigration of the United 
States, No. 4, Series. 1895-6, p. 518. 


5 Obtained by subtracting the gold value of the currency paid from the nominal 
value. As explained in the text, the calculation is based on the net reduction of 
the debt for 1866-1869 ; thereafter on the amount of the currency debt redeemed. To 
avoid making the table too cumbrous I have omitted the years 1872-1879, when but little 
change in the amount of the currency debt was made except in the item of fractional 
currency. For 1870, when the debt was increased, the difference between the par 
value and the currency value of the increase represents a loss to the government. 


was paid off, a new debt in part took its place. Thus the net 
reduction of the debt was a much slower process than one would 
think from looking merely at the rapid redemption of the cur- 
rency obligations. In 1868 nearly 550 millions of these debts 
were paid; but new obligations were created to such an extent 
that at the end of the year the principal of the public debt was 
but 66.4 millions less than it had been at the beginning. The 
547-7 millions of currency obligations were all paid and paid in 
paper money ; but this paper was obtained only by issuing 483.3 
millions of new obligations, and since these new debts were all 
payable in coin, it is only on the balance of 66.4 millions that 
the government made a saving by paying in depreciated cur- 
rency. 

The table shows in detail the calculation of this saving, pro- 
ceeding on the principle just explained that where the redemp- 
tion of lawful-money obligations exceeded the net reduction of 


the debt, a saving was really made only on this latter sum. The 


conclusion of the estimate is that it required some 71.6 millions 
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less of wealth to redeem the lawful-money obligations than would 
have been required had they been paid in specie. 

One estimate has shown that the use of the greenback 
currency made a needless addition to the public debt of the 
country at the close of the war amounting to 600 millions of 
“dollars.” The last estimate has led to the conclusion that by 
paying a certain portion of the debt in ‘dollars’ made of paper, 
the government saved in wealth to the taxpayers 71.6 millions of 
gold dollars. The difference between this saving and the addi- 
tion to the public debt gives the real amount of wealth measured 
in gold dollars which the paper-money plan of finance cost the 
country. This amount is 528.4 millions." 

The first legal-tender act had a fiscal purpose. Financial 
affairs had been allowed to drift into a crisis. To relieve the 
treasury the government sought to utilize its prerogative of 
determining upon a standard of value and of coining money, 
for its own financial advantage. To attain this end, the inter- 
est which the community has in the maintenance of a stand- 
ard free from sudden and violent fluctuations was openly 


sacrificed. That the people suffered is not surprising. But it 
seems equally true, unless the conclusions of this paper are 
wholly wrong, that the treasury suffered likewise. Instead of 
profiting by the attempt to use the medium of exchange as a 
financial engine, the government, because of this attempt, 
incurred a vastly greater debt which must eventually be paid 
by the people. 


There is another financial result of the issue of the green- 
backs that merits attention. In making the estimate of the 
increase of government expenditures it was seen that some of 


‘Perhaps it is unnecessary to enter a caution against accepting this conclusion 
as literally exact. Several items have been mentioned that should be taken account 
of but have not been because of the difficulty of reducing them to exact sums. It is, 
however, thought that the half a billion is rather too small than too large for an esti- 
mate of what the greenbacks cost. Since the estimate stops with the close of the war 
and the redemption of the legal-tender debt, no account is taken of the loss to the 
people by paying interest since the war on the unnecessary debt created. 
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the items of expense were affected by the depreciation of the 
currency, and that some were not. In the first case, as has been 
shown at length, the loss caused by the depreciation had ulti- 
mately to be borne by the taxpayers. In the second case the 
loss fell directly upon the creditors of the government. In 
closing it will be well to consider who these creditors were, and 
how much they suffered from the lessened purchasing power of 
the money in which they were paid. 

The expenditures which were increased by the depreciation 
consisted mainly of payments for commodities. The price which 
the government paid for supplies was fixed by agreement between 
its officials and the owner. As the value of the dollars in which 
he would be paid declined, the owner raised the price of his 
goods. In this way he shifted the loss of the depreciation from 
his own shoulders upon the treasury, which ultimately took it 
from the people in the shape of heavier taxes. 

The expenditures not affected by depreciation were those 
which were fixed in amount by law, and therefore could not be 
altered except by a change in the law. The most important 
class of cases under this head was the pay for labor, as under 
the other head it was pay for commodities. Congress could not 
well declare, and never had declared, how many dollar’ the navy 
department might pay apiece for pea jackets, nor how many 
cents the war department might pay a pound for fresh beef; but 
it had stipulated exactly what number of nominal dollars should 
be paid to the officials of these departments, even down to the 
lowest class of clerks. Consequently, when the value of the cur- 
rency in which these salaries were paid declined, these creditors 
of the government could not raise the price of their labor, nor 
could the treasurer pay them more, without authority of an act 
of Congress. The number of dollars which they received was 
but the same when the purchasing power of a dollar had fallen 
one-half as it had been when the salary was paid in specie. 
The rise of prices was a loss to them; a loss which they could 
not shift to the treasury, but had to bear as best they might, or 
leave the service of the government. 
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This loss was felt alike by all the officials of the govern- 
ment. To those occupying high offices the inconvenience was 
not slight. Even for such positions the salaries paid by the 
United States had always been small, and when their purchasing 
power was decreased by one-half the result was uncomfortable. 
But the loss must have been more severely felt by those in 
places where the pay was small and where honor constituted no 
part of the return. The great increase of administrative busi- 
ness due to the war had necessitated large additions to the force 


of employees in the different departments. As prices rose the 


cost of living became very expensive. Clerks whose salaries 
had before enabled them to make some savings, now found that 
their expenses were outrunning their incomes. That many of 
these men suffered in consequence there can be no doubt. 
There was one way of escape, but a way that was embarrassing 
to the administration. Although government employees had 
received no increase of pay, the return to clerks employed by 
private persons had increased. The result was that the compe- 
tent and experienced clerks, who could no longer live on their 
salaries, were forced to leave the government employ and to 
accept positions in business houses. Their places could be filled 
on the existing scale of pay only by employing less competent 
men, much to the detriment of the government’s interests. The 
reports of heads of departments and of bureaus for 1864 and 
1865 are full of such complaints and urgent requests to Congress 
to sanction an increase of the pay of their assistants." The depre- 
ciation of the currency was thus a cause of considerable inconven- 
ience, and even financial loss, to the government in disorganizing 
the public service when the need of efficiency was the greatest ; 
and a cause of suffering to those clerks who remained in the 
government employ. 

*For examples see Report of the Secretary of the Navy, 1864, p. xlii, 1866, p. 
37; Secretary of the Treasury, 1865, p. 42; Comptroller of the Currency, 1864, p. 
55 of Finance Report; Treasurer, ibid., p. 76, and Finance Report, 1865, p. 98; 
Second Auditor of the Treasury in Finance Report, 1864, p. 99, and for 1865, p. 127; 


Fourth Auditor, Report, 1864, p- 110; Commissioner of Internal Revenue, Report, 
1865, p. 92. 
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But there was another and a larger class of men in the serv- 
ice of the government whose case was perhaps even more 
unfortunate, the sailors aud the soldiers. 

At the outbreak of the Civil War the pay of privates in the 
army was what it had been since 1854, eleven dollars per month." 
One of the first of the war measures, enacted in August 1861, 
increased this pay to thirteen dollars a month.? In 1862, with 
the suspension and the issue of inconvertible paper money, 
the depreciation commenced. As it proceeded the purchasing 
power of the soldiers’ pay steadily declined. From thirteen 
dollars in 1861 its value declined until it would purchase less 
commodities than would ten dollars in specie by the end of 
1862. In 1863 it was less than nine dollars for the first six 
months; but the series of great victories in July, Gettysburg, 
the surrender of Vicksburg, and Port Royal, improved the credit 
of the government and increased the value of its notes. Accord- 
ingly the value of the soldiers’ pay appreciated until it reached 
ten and one-third dollars in August. Another relapse followed 
and by December it was but eight and one-half dollars. The 
next year, 1864, the fall continued. By April it had gone so 
far as to reduce the specie value of the pay to seven and one- 
half dollars. At this stage of affairs the distress of the army 
had become such that Congress undertook to alleviate it. 
Rejecting a proposition to pay the thirteen dollars a month in 
gold, or in an amount of paper equivalent at the market rate 
to thirteen dollars in gold,3 it added three dollars to the 
pay. This raised the stipend to sixteen dollars per month in 
greenbacks.* 

This increase took effect May 1, 1864. The immediate 
result was to increase the specie value of the pay for that month 

* This was the pay as fixed by the act approved August 4, 1854.—10 Statutes at 
Large, 575. 

* Act approved August 6, 1861.— 12 Statutes at Large, 326. 

3This proposition was made by Senator Powell of Kentucky.—Congressional 
Globe, XX XVIII Congress, first session, p. 2306. 

4Act approved June 20, 1864 (13 Statutes at Large, 144). This took effect from 
May 1, 1864. Privates in the cavalry, artillery, and infantry were all included. 
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TABLE SHOWING THE VARIATIONS IN THE SPECIE VALUE OF A SOLDIER’S MONTHLY PAY; 
JULY 1861 TO DECEMBER 1865. 


TABLE V. 








1863 





Specie 
value of 
$1 cur. 


Specie 
value of 
$x cur. 


Specie 

value of 

soldier’s 
pay 





January... 
February.. 
BAPE 2665. 
April.... 
ee 
eee 
eee 
ARNG... 00% 
September.. 
October.... 
November.. 
December .. 

















.689 
.623 
647 
66 

.672 
.692 
-766 
-795 
745 
677 
676 
662 





























$8.36 
8.20 
7.98 
7-53 
9.07 
7.60 
6.19 
6.30 
7.18 
7-73 
6.85 
7-04 
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to nine dollars. But unfortunately during the next two months 
the depreciation of the greenbacks was more rapid than ever 
before. So great was the fall that the nominal increase was 
more than offset, and the specie value of the pay reduced to 
its lowest point. For the month of July sixteen dollars in 
paper was worth but $6.19 in specie, less than one-half what 
the pay had been at the lower rate before the issue of the 
greenbacks. 

After this matters began to mend, at first slowly, then more 
rapidly. By the end of the year the pay was worth about 
seven dollars. The following spring brought the surrender of 
Lee and the collapse of the confederacy. These events exer- 
cised a powerful upward influence upon the value of the green- 
backs. By May sixteen dollars was equivalent to $11.80 in 
' Specie. But after that there was another, though not a great, 
decline. During the summer, when a large part of the army 
was paid off and mustered out of service, the value of a month’s 
wages averaged about eleven dollars. 

These fluctuations in the value of the pay of the soldiers 


are more exactly shown in the preceding table, which exhibits 
the equivalent in specie of the wages paid to the privates of the 
army by months, from July 1861 to the close of 1865." The 
accompanying chart gives a graphic representation of the decline 
of the specie value of the pay.” 


*It should be remembered in considering this table that the decline in the value 
of the monthly pay of a soldier was in part offset by the system of bounties to 
which both the federal and the state governments had recourse to stimulate volunteer- 
ing when the first enthusiasm had cooled. But the increase was not so great as might 
be thought, because the system was inaugurated on a lavish scale before the country 
cut loose from the specie standard. An act approved July 22, 1861, provided that 
volunteers honorably discharged after two years’ service should receive a bounty of 
$100.—§ 5, 12 Statutes at Large, p. 270. 

? The specie values of a paper dollar are taken from the table published by the 
bureau of statistics in Finance, Conmerce, and Immigration of the United States, No. 
4, Series 1895-6, p. 518. 

If it be thought that the use of the specie value of paper money exaggerates the 
decline in the purchasing power of the pay of the army another method of comparison 
may be employed. The generally received table of prices — that compiled under the 
direction of Dr. R. P. Falkner and published in the “ Aldrich Report ’—gives the 
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Perhaps this decline in the amount of commodities which the 
soldiers could buy with their pay was the most regrettable result 
of the issue of the greenbacks. The addition of hundreds of 


prices for but one month in the year, namely, January. Obviously this would be of 
little use for the present purpose when prices were changing so rapidly and so violently 
as during the war. But from data supplied in the report, though not used by Professor 
Falkner in making up the yearly index numbers, « quarterly table of prices has been 
compiled and published in this journal. (See S. MCLEAN Harpy, “Quantity of 
Money and Prices,” JOURNAL OF POLITICAL ECONOMY, vol. iii. p. 145. This table 
extended only to January 1865. It has been carried further by Miss K. C. Felton, to 
whose kindness I am indebted for the use of the quotations for April, July, and Octo- 
ber 1865.) For the sake of comparison and confirmation of the result shown by the 
table in the text a computation of the purchasing power of a soldier’s monthly pay 
over commodities, based upon this table of quarterly prices, is here presented. 











TABLE VI. 
TABLE SHOWING THE VARIATIONS IN THE PURCHASING POWER 
OF A SOLDIER’S MONTHLY PAY OVER COMMODITIES. 
Purchasing 
Average ; 
——s power of Specie 
prices” | ofprivate for | monthly pay | value of the 
the quarter commodities 
1860—January ..........-. 100 , pieces ‘anes 
ee Se eer 95 $124 $12.98 $11 
OTe 125 13 10.40 13 
1862—January..........+. 113 13 11.50 12.69 
GF eicnscintasned 112 13 11.61 12.81 
| RRS Per 117 13 II.11 11.26 
PS cacicaseecae 131 13 9.92 10.11 
1863—January............ 145 13 8.81 8.96 
na eee 165 13 7.88 8.58 
MU casiaencaas ected 161 13 8.07 9.96 
re 161 13 8.07 8.80 
1864—January ............ 188 13 6.91 8.36 
rrr 199 15 7.54 7-53 
| SESE reer 250 16 6.40 6.19 
| rrr 252 16 6.39 733 
1865—January ............ 261 16 6.13 7-41 
EES e mr 208 16 7.69 10.77 
i eer ae 193 16 8.29 11.26 
Si wccciccsacnn 214 16 7.47 10.99 


























It will be observed that the use of the commodity standard shows the purchasing 
power of the pay to be less than does the specie value of the currency. However, as 


was suggested above, a part of this rise of prices would probably have occurred during 


the war even on a specie basis. 
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millions to the public debt was a more dramatic outworking of 
the policy, and one that has attracted more attention. But it is 
probable that those who suffered most keenly from the depre- 
ciation of the currency were the soldiers on the field of battle, 
and their families at home, who were dependent for their support, 
in whole or in part, upon what thirteen dollars a month would 
buy. 


WeEs.Ley C. MITCHELL. 
THE UNIVERSITY OF CHICAGO. 








CREDIT INSTRUMENTS IN BUSINESS TRANS- 
ACTIONS. 


THERE is no part of industrial life whose record is more 
strikingly indicative of the progress of the past fifty years than 
is the history of the extent and course of banking development. 
In some respects, indeed, banking had reached a high plane 
before the present century, but its sphere was, after all, a very 
limited one. That the possibilities it offered for facilitating 
trade were not well understood is shown by the fact that the 
comparatively unimportant matter of note-issue was the banking 
function long regarded as worthy of the most serious attention 
of legislators. The progress of the past century has shown the 
error of thisview. ‘The check and the clearing system are the 
main lines upon which banking is destined to run,’—on which 
it has run for a generation. The issue of notes is no longer 
regarded as a necessity either for the welfare of the bank or for 
that of the public. ‘To us the living fact is the substitution of 
a new instrument of credit,’’—the check. 

The growth of the use of the check is a phenomenon not 
less important practically than it is interesting historically. The 
agitation of the money question during the past twenty years 
has lent a new importance to the part played by the check in 
the supply of currency. The vast importance of credit and its 
instruments has robbed of its simplicity the old explanation of 
the relation between money and prices, and has aroused earnest 
conflicting opinions as to the part played in the modern indus- 
trial system by money and by credit paper respectively. Some 
writers maintain that credit, meaning thereby credit paper or the 
evidences of credit, plays a larger part than does money in effect- 
ing exchanges and exerts the same influence in fixing prices; 
while others try to minimize the amount of credit transactions 
and assert that they have little effect in determining the level 
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of prices. The investigations which had been undertaken prior 
to 1894 to determine how large a proportion of credit paper 
enters into the paying medium of the country, were of such a 
character that they failed to remove all the difficulties which 
stood in the way of satisfactory conclusions on the matter. The 
information obtained was not detailed enough. It did not dis- 
tinguish between kinds of business or classes of bank depositors. 
For this reason were undertaken the inquiries of 1894 and 1896, 
the data secured from which were submitted by the comptroller 
of the currency to the writer for an analysis and discussion to 
be published in his annual report. The data of these two 
inquiries furnish the most exhaustive presentation of direct evi- 
dence ever collected on the subject, and may well be regarded 
as setting at rest some of the points on which differences of 
opinion have existed. 

As has been well shown by others? there are several ways of 
attacking the problem of determining the part played by credit 
instruments in effecting exchanges. The evidence accessible 
may be classed as either direct or indirect. From one point of 
view the direct evidence consists, first, of testimony as to the 
habits of the people in the matter of paying by checks; second, 
of data from merchants as to the proportion of their sales paid — 
for by checks. The indirect evidence is, first, the deposits 
made in banks, taken in the aggregate or classified according to 
the industrial character of the depositors; and, second, that fur- 
nished by the statistics of the clearing houses of the country. 

The present paper treats of only one of these classes of evi- 
dence. It deals primarily with classified bank deposits as shown 
by the returns of the banks on a selected day last summer. 

The circular prepared by the writer and sent to the banking 
institutions of the country by the comptroller of the currency 
called for the deposits made on the settlement day nearest the 

*See Report of the Comptroller for 1894, and JOURNAL OF POLITICAL ECONOMY, 
March 1895. 

* See, for example the excellent discussion by H. PARKER WILLIs in the JourR- 


NAL OF PoLiTicaL Economy for June 1896, on “Credit Devices and the Quantity 
Theory.” 





CREDIT INSTRUMENTS IN BUSINESS TRANSACTIONS 159 


first of July last by retail dealers, wholesale dealers, and all 
other depositors, respectively, in gold, silver, paper currency, 
and checks, drafts, etc. The checks and drafts were intended 
to include all forms of credit paper which are used in payment 
of claims. The circular also asked whether the proportion of 
checks in the day’s deposits was an average one, and for an 
estimate of its variation from the average, if it were not repre- 
sentative; whether wages were usually paid by check in the com- 
munity where the bank is situated; and for a statement of the 
length of the wage period. 

The circular was sent by the comptroller to all the banking 
institutions in the country, including national banks, state and 
private banks, savings banks and loan and trust companies. 
Replies came from about 5750." Some of these gave the 
required information for dates so remote from July 1 that they 
could not be used, while others were rejected because they showed 
misapprehension of the questions asked or carelessness in 
answering them. Accordingly, only 5530 replies were classified. 
The data have been fully discussed by the writer in the report 
of the comptroller but further reflection suggests some corrections 
and modifications and the desirability of testing in other ways 
the conclusions there reached. To that end a brief summary of 
the discussion given will be helpful. 

The returns received showed 68, 95, 95, and 92.5, as the 
percentages of credit instruments in the deposits of retail, whole- 
sale, ‘all other,” and all, business respectively. The percent- 
ages for wholesale and ‘‘all other” business were taken as sub- 
stantially correct; that for retail trade was subjected to some 
tests and modifications. Allowance was made in that class of 
deposits for banks which did not report, and the result was 
tested by information received concerning the deposits of some 
forty retail houses for a whole month, and by data on the prob- 
able use of checks by our foreign population and certain indus- 
trial classes. The conclusion finally reached was that “in view 


*This number is a little larger than that given in another connection on page 20 
of the comptroller’s recent report, because a few returns came in late. 
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of all the facts, the true average percentage of checks [and other 
credit instruments] used in making payments in retail trade can 
be fixed at about 55.” 

The average percentage of credit instruments in mercantile 
business, retail and wholesale, was then fixed at 75 and the 
final conclusion was that 80 is a reasonable estimate of the per- 
centage of the business of the country which is done by means 
of checks, drafts, and other credit instruments. 

One fact of some importance was brought out concerning 
the error due to the incompleteness of the data obtained. It 
appeared from a comparison of the figures for various dates that 
“the fuller the returns—that is, the larger the amount of trade 
reached —the larger the proportion of credit instruments shown.” 
This fact overthrows the contention that preceding investiga- 
tions were unreliable because only the larger banks furnished 
information. The data obtained are presented in detail in the 
tables printed in the report of the comptroller of the currency, 
and such portions of these as are essential for this paper are 
reproduced in the following table: 

A single glance at the table is sufficient to set at rest two 
claims which have been made by those who hold extreme and 
opposite opinions of the extent of the use of credit instruments. 
It has been asserted, on the one hand, that over go per cent. of 
all business is done by credit instruments, and, on the other, 
that these instruments are confined entirely ‘to commercial and 
financial transactions,” that “they don’t pay wages, they don’t 
expend wages, they dan’t buy from the butcher, the baker, the 
grocer, nor the milkman; they don’t pay taxes nor insurance ;’’* 
that “in the field of wages and retail trade money gets that 
room to operate which enables it to determine prices.”* The 
figures of the table show it to be true that the much talked of 
go per cent. of credit paper is found in the wholesale and “all 
other” deposits; but they also show it to be untrue that in retail 
deposits the percentage is practically nothing. 

*DEL MAR, Science of Money, p. 159. 

? WALKER, in Quarterly Journal of Economics, October 1893, p. 73- 
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TABLE* SHOWING RETAIL, WHOLESALE, ALL OTHER, AND AGGREGATE DEPOSITS 
OF 3474 NATIONAL AND 2056 OTHER BANKS, ON THE SETTLEMENT DAY 
NEAREST TO JULY I, 1896, TOGETHER WITH THE PERCENTAGES OF CHECKS 
THEREIN. 








State or territory 


Connecticut. ... 


Dist.of Col’mbia 
Florida 

Georgia 

Pe incxseans 
0 eee 
Indiana 

Indian Territory 


Maryland 
Massachusetts . 
Michigan..... . 
Minnesota 
Mississippi 
Missouri 
Montana 
Nebraska 
Nevada...... a 
New Hampshire 
New Jersey.... 
New Mexico... 
New York..... 
North Carolina. 


Oklahoma..... 
Oregon 
Pennsylvania... 
Rhode Island. . 
South Carolina. 
South Dakota. . 
Tennessee 


Virginia. ...... 
Washington... . 
West Virginia.. 
Wisconsin 
Wyoming 


Whole country 


Num- 
ber of 
replies 


25 
5 
18 
146 
52 
122 


17 
16 
30 
39 
13 
308 
158 
8 


334 
165 
113 
29 
III 
74 
360 
170 
156 
17 
277 
38 
264 
3 
74 
126 
9 
510 
26 
44 
306 
Q 
43 
503 


Retail 
deposits 


$75,406 
23,069 
50,580 
595,877 
730,773 
511,074 
74,906 
155,696 
93,740 
131,748 
21,135 
1,792,591 
497,422 
6,973 
626,871 
277,897 
415,209 
186,222 
258,213 
488,577 
2,288,237 
588,680 
614,550 
42,122 
1,377,500 
169,213 
327,326 
3,693 
165,742 
977,853 
31,142 
5,056,964 
91,287 
79,058 
1,734,766 
12,354 
93,647 
3,474,309 
217,762 
39,962 
105,691 
206,286 
472,316 
45,534 
196,742 
122,085 
165,873 
111,804 
560,389 
30,008 








51530 





$26,450,930 


Per 
cent, 
checks’ 


58.7 
74-9 
63 

66.7 
75-9 
60.3 
62.4 
59.8 
63.2 
61.7 
60.8 
69.7 
63.5 
52.7 
62.2 
67.2 
77-4 
72.7 
61 

59-3 
65.8 
64-7 
72 


78.2 
71 

60.5 
87-3 
53-2 
63-7 
80.3 
733 
61.8 
60-7 
64-5 
55-7 
59-2 
68.2 
60.2 
74-6 
65.8 
64.1 
61 

73 

69.2 
60.7 
56.4 
68.7 
66 

70.5 


68.1 





Wholesale 
deposits 


Per 
cent. 


ch’ks 


All other 
- : 


Aggregate 











$132,465 
1,740 
52,892 
914,178 
701,212 
526,408 
92,842 
75,809 
95,993 
211,418 
9,686 
7,220,984 
720,973 
271 
383,823 
115,597 
345,272 
613,464 
333,934 
1,164,989 
4,520,471 
674,988 
1,751,542 
38,792 
2,748,371 
33,846 
177,269 
3,916 
130,131 
1,007,614 
22,266 
27,641,837 
87,490 
29,031 
2,959,946 
8,973 
61,534 
4,882,885 
301,103 
30,523 
16,001 
468,177 
352,860 
37,517 
173,421 
107,636 
172,918 
105,976 
825,270 
2,284 


92.7 
69.2 
87.4 
87.4 
95-5 


79.9 
87.6 


96.7 
91.3 


91.7 
89.1 
95.8 
93-2 
93-4 
93-9 
95:3 
91-9 
97:9 
94:5 
96.8 
88.7 
94:8 
85-4 
89.9 
87.1 
95-7 
97°5 
84.2 
gI 

89.3 
77:8 
95-3 
91-7 
88.4 
93-9 
85.1 
92-1 
92 

84-4 
96-7 
89-9 
87-8 
87.2 
94-7 
70-9 





$242,342 
20,909 
125,383 
1,860,240 
1,039,160 
1,857,256 
170,194 
558,308 
185,865 
261,384 
44,597 
9,624,582 
1,081,214 
21,902 
983,666 
846,453 
631,988 
853,503 
772,932 
4,731,123 
19,542,966 
1,488,006 
2,623,760 
90,596 
3,570,065 
3355343 
1,579,815 
59,416 
892,326 
4,281,328 
94,220 
113,546,667 
185,328 
126,815 
4,680,862 
27,879 
191,654 
19,881,281 
987,359 
88,649 
127,194 
789,453 
750,942 
174,547 
355,469 
623,961 
309,559 
231,099 
1,453,477 
23,679 


93 

91.6 
90.8 
87.9 
90.2 
97-9 
91.5 
91.8 
92.8 
97-5 
86.5 
84.8 
88.1 
86.5 
80.5 
94.8 
QI.2 
88.6 
88.2 
89.7 
$2.9 
91.7 
88 

92.1 
83.6 
86.1 
86.5 
78.4 


$450,213 
45,718 
230,016 
3390,700 
2,478,808 
2,894,738 
337,942 
789,813 
375,598 
604,550 
80,692 
18,696,002 
2,313,379 
29,146 
2,009,103 
1,319,210 
1,394,408 
1,666,089 
1,365,269 
7,207,420 
27,452,959 
2,784,380 
4,993,560 
171,510 
7,716,147 
538,402 
2,089,006 
109,586 
1,188,199 
6,272,283 
173,107 
150,591,337 
364,105 
242,536 
9,919,245 
46,334 
346,826 
29,315,613 
1,551,466 
159,134 
248,886 
1,466,643 
1,576,745 
257,598 
725,632 
843,727 
648,350 
448,879 
2,839,136 
55,971 








$63,088,438 


95-3 








$205,027,316 





95.1 





$302,816,176 





Per 
cent. 
checks 


82 

74-3 
84.1 
71.2 
88.6 
86.2 
86.8 
73-2 
84.2 
80.6 
75.2 
92.3 
81.8 
77-7 
78 

84.2 
87.1 
88.3 
84.2 
93-3 
93.2 
84.4 
92.5 
83.1 
90.7 
82.7 
85.9 
92.5 
85.9 
86.6 
90.8 
96.4 
79-7 
77.1 
84.6 
76 

77-3 
89.8 
86 

86.1 
78.5 
86.8 
78.4 
87.5 
84.9 
86.4 
77-7 
82 

85 

73-9 


92.6 








"A review of the replies received revealed two errors in the retail deposits as given in the 
comptroller’s report. One was in Rhode Island, the other in California. These were both errors 
of transcription. The system of checks used in the preparation of the tables was such as to make 
it impossible for errors of computation to pass undetected. 
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On their face the figures show that retail dealers make 
nearly 70 per cent. of their deposits in checks, drafts, and 
orders, wholesale dealers 95 per cent., and all depositors 93 per 
cent. Before any conclusions of value can be drawn from the 
returns it is necessary to determine just what they are, and what 
part, if any, of actual trade transactions they may be taken to 


represent. 

First, then, the figures are statistics of deposits. In all pre- 
vious investigations of this matter, with the exception of that of 
1894, the data obtained have been “receipts” for the selected 
day. Deposits afford a better basis for estimating the amount 
of actual business done by credit instruments, especially in retail 
trade, because there are certain receipts of a bank which, 
although they may be obtained from tradesmen, are not received 
by them in the course of their regular business. Such are checks 
presented for cashing, and bills and other paper left for collec- 
tion. On account of the character of the present data compar- 
ison of them with those collected at previous times must be made 
with caution. The total aggregate of the deposits is, of course, 
smaller than would be that of the receipts. The difference 
between the two aggregates is undoubtedly made up mainly of 
various forms of credit paper, which would tend to make the 
percentage of such paper in total receipts larger than in total 
deposits. A comparison of the percentages of credit paper in 
the statistics at different dates could not then properly be used 
to determine whether the tendency was towards a larger or a 
smaller use of credit instruments. 

The classification of the deposits enables us, in the case of 
the retail and wholesale traders, to eliminate another cause of 
error in the percentage of checks and bills. The double count- 
ing of checks is prevented in the returns for both classes of 
depositors. A check on one bank deposited by a retail dealer 
in his own bank is counted among retail deposits; when it is 
sent by the receiving bank to the one on which it is drawn it will 
not be counted again in these deposits, but will appear with the 
‘all others” class. The same is true of checks in the wholesale 
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deposits. All the double counting must therefore be in the 
deposits of the third class, and the statistics of the first two 
classes are more truly representative of actual business. 

The amount of error of this kind which is obviated is undoubt- 
edly considerable. In places without a clearing house the 
checks drawn on banks other than those in which they are 
deposited are exchanged and credited at the home bank on the 
same day. In the aggregate receipts, therefore, they would all 
be counted twice. 

The figures of the table represent, in the second place, the 
deposits of each class of depositors in all kinds of banks, 
including savings institutions and safe-deposit companies. There- 
fore the checks included may represent more than those received 
from customers in the regular course of business. For example, 
the retail deposits of savings banks may include checks drawn 
by tradesmen on their accounts in commercial banks. The 
same is true of wholesalers. However, error due to such a 
cause is not large and we can nearly eliminate it by deducting 
the savings deposits from the totals. 

In the next place, the figures obtained are incomplete, even 
for statistics of deposits. Of a total of 12,962 banks of all 
kinds to which the circular of the comptroller of the currency 
was sent only 5530 are represented. In order to determine the 
probable deposits made in all the banks of the country we must 
allow, therefore, for those which were not reported. 

There is no good reason for supposing that if all deposits 
had been actually reported the percentage of checks would dif- 
fer materially from that shown by the partial returns which were 
received. It has been alleged that although the proportion of 


credit instruments shown by such investigations as the one 
under discussion may be correct for places of considerable size 
it cannot hold for the country at large. ‘It is exactly at the 
national banks and among their depositors that one ought to 
look for the highest proportion of credit instruments. It would 
require but a moment of careful thought to make it clear that 
in no other considerable field of industry would so small a 
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proportion of cash be found; and to assume that the same 
proportions hold for the country at large is a most palpable 
error.”’* 

The returns show that this statement is not well founded. 
The percentage of checks in the deposits of the state and pri- 
vate banks is substantially the same as in those of the national 
banks, and the proportion of checks in the deposits of banks in 
small places is as high as elsewhere. The number of replies 
that came from cities and towns of less than 12,000 inhabitants, 
according to the last census, was 3450. The percentage of credit 
instruments in their deposits is 63. 

While, however, the returns are sufficiently representative of 
the proportions of the various kinds of currency, the average 
deposits per bank will not be a fair average for the non-report- 
ing banks, for the reason that these are ‘‘small banks.” To get 
a fair estimate of the total deposits in all banks on the day 
selected an amount should be added for non-reporting banks 
based on a smaller average deposit per bank than is the average 
of the reporting banks. 

The number of banks in places of 12,000 inhabitants or less 
which complied with the request for information was 3450. 
The average of their retail deposits was about $2375. If we 
assume this amount for the average of the non-reporting banks 
we get for their total retail deposits on the date selected the sum 
of 17.8 million dollars. Adding this to the sum returned we have 
for the day’s aggregate deposits of retail traders in the whole coun- 
try, in round numbers, 44 million dollars. The checks, increased 
proportionately, sum up 30 million dollars. These figures are 
probably not far from correct. It is from them we are to deduce 
as well as we may the correct proportion of exchanges effected 
by credit paper in retail transactions. It is purposed to do so 
by making such corrections as appear necessary and proper in 
order to compare them with the estimated expenditure for 
“daily living” by the whole country. The result thus obtained 


WILLARD FIsHER on “Money and Credit Paper,” JoURNAL OF POLITICAL 
Economy, September 1895, p. 398. 
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will be subjected to tests furnished by other data and the final 
result will be combined with the percentages of credit paper in 
wholesale trade and ‘‘all other” business, so as to get a final 
percentage for the aggregate of all business. 

May the 44 million dollars of retail deposits be taken, then, 
to represent the actual trade of the day, and the 30 million dol- 
lars of checks the proportion of that trade paid for by credit 
paper? We answer, first, Yes, because they must be the payments 
received from customers. We must answer, secondly, No, for a 
variety of reasons. In the first place these figures are subject 
to all the sources of error already described as inhering in the 
statistics furnished by the banks. They include ‘pay checks” 
which the merchants have cashed; credit paper received in 
course of regular trade; some received in other than the course 
of regular business, such as rent, pension checks, interest cou- 
pons, funds held for other people or for organizations, etc.; and 
checks paying for purchases extending over the usual period of 
credit... We must answer No, again, because the total deposits for the 


country are greater than the probable expenditure in retail purchases 
fora day. An examination of the figures for particular states 
shows the same thing in many cases. This is decisive of the 
question. The figures of deposits, as they stand, cannot be 
taken to represent actual business payments. How is this dis- 
crepancy to be explained? There are various causes for the 
difference. 


In the first place the savings deposits in savings banks and 
trust companies are included, so far as they were made by 
retail tradesmen. The deposits made in the savings banks from 


*Much has been made of another possible source of error, namely, that “while 
the checks deposited by a business man are approximately all the checks received by 
him since his last deposit, it is by no means so certain that the cash deposited will be 
all that has been paid in to him during the same time. Whatever cash he has had 
occasion to use in the interval will be largely drawn from the cash paid in during the 
same period.” —WILLARD FISHER in JOURNAL OF POLITICAL Economy, September 
1895, p. 398. 

To the writer it seems a pure assumption that business men are likely to pay 
their bills in cash more than in checks. The objection is fully met in the JOURNAL 
for June 1896, p. 301, and the Report of the Comptroller of the Currency for 1896, p. 79. 
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which replies were received amounted to 3.8 million dollars, of 
which 2.1 million dollars were checks. About one-fifth of the 
deposits were made by retail traders. This would give them a 
total of $800,000, of which $430,000 were checks. Subtracting 
these amounts from the total deposits and checks respectively, 
we have left 43 million dollars and 29.5 million dollars." 

In the next place allowance must be made for deposits rep- 
resenting payments of bills of some standing. How much we 
can only guess. It may be argued, indeed, that there is no need 
of making any allowance for this cause, on the ground that the 
proportion of standing accounts paid from day to day will vary 
very little. That there is some reason for thinking so is proved 
by the fact that in the accounts of forty retail houses in Illinois, 
half in Chicago and half in the country, the proportion of 
checks was not materially different for a month from what it 
was for a single day. If the same condition holds for the 
whole country, obviously the proportion of checks in total 
deposits may properly enough be taken as the proportion which 
exists in actual payments. However this may be, we cannot go 
astray if we deduct something for the trade in question. How 
much? It cannot be more, or not much more, than the difference 
between the amount of the day’s retail sales and the deposits 
made on that day. 

The retail sales must equal the retail expenditure for the day 
and we have some means for estimating that. We may reason- 
ably put it at thirty-five cents per capita.* This represents a 

*Of course some savings banks do a commercial as well as a savings business. 
The deposits of both kinds made by retail tradesmen in savings banks are taken as 
representing with sufficient accuracy the savings deposits in both trust companies and 
savings banks. 

? Expenditure must not be confounded with consumption. The thirty-five cents 
represents only what is purchased. Products obtained by barter and those raised for 
the producer’s own use would go to swell the daily per capita consumption. The 
average per capita daily expenditure of workers in the textile, iron and steel, and glass 
industries is shown by Commissioner Wright’s report to be thirty-three cents. The 
number of those who spend considerably less than this is much larger than that of those 
who spend considerably more. In the report to the comptroller a per capita expend- 


iture of fifty cents was assumed for the purpose of showing that even if an unreasonably 
large retail expenditure were claimed the data obtained included a great portion of it. 
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daily expenditure of 24.5 million dollars for 70 million people. 
Subtracting this amount from 43 million dollars, the total 
deposits minus those in the savings banks, we have left about 18 
million dollars. This we assume as the amount which represents 
the payments made on the given day for previous purchases on 
account. This 18 million dollars represents the expenditure of 
some 50 million persons for one day, or of 1.5 millions for one 
month, or of 100,000 families for three months. Surely this is 
enough to represent the running-account portion of the deposits ! 
lf now we make the extravagant supposition that all of this 
amount is paid in checks we have over 11 million dollars left in 
our column of credit paper to represent the amount of the day’s 
sales paid for thereby. This is 47 per cent. of the total esti- 
mated expenditure. If the per capita expenditure be taken at 
thirty cents the per cent. of checks in the day’s receipts would be 
thirty-four. A per capita expenditure of forty cents would yield 
52 per cent. These figures are approximately the same as were 
finally reached in an entirely different way in the writer’s report 
to the comptroller of the currency. The correspondence is evi- 
dence of the substantial accuracy of the conclusion there reached 
that 55 per cent. of the retail trade of the country is done with 
checks and other instruments of credit. We shall in a moment 
see more evidence pointing to the correctness of this estimate. 
The assumption that the whole difference between retail 
deposits and estimated retail expenditure represents purchases 
on running accounts, and the further assumption that this whole 
difference is paid for in checks, certainly cannot be said to be 
favorable to the deduction of too high a proportion of checks. 
Rather would the proportion deduced be below the truth. In 
the judgment of the writer, however, not the whole difference 
between deposits and expenditure should be counted as pay- 
ments for purchases extending over a period. It largely repre- 
sents rather the extent to which retail purchases keep ahead of retail 
consumption. It means that, taking the country as a whole, the 
people keep on hand from day to day for “daily living” a stock 
of commodities equal to a little less than half a day’s supply 
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over and above what they need for the day. If we take this 
view and if we remember that there is evidence to show that the 
percentage of checks, etc., in retail deposits is approximately the 
same from day to day, we must conclude that the percentage of 
credit instruments in actual retail business is fairly reflected in 
the proportion of such instruments in the deposits. 

This discussion, then, strengthens the view taken in the 
comptroller’s report, that at least something more than half of 
the retail business of the country is done by means of credit 
paper. If the proof thus far adduced were all we had on the 
subject it would be enough to refute the statements of Del Mar 
and Walker, previously quoted, that checks and similar instru- 
ments play an unimportant part in the expenditures of the people 
for “daily living.” But that the case may be made stronger 
will now be shown from some savings-bank statistics. 

The’ savings banks are pre-eminently “the banks of the 
people.” That is, they are patronized mainly by people of 
moderate means. Writing of savings banks the comptroller in 
his recent report‘ says: ‘‘The number of deposits in the class 


of $500 or less represents 97.56 per cent. [of the number], and 
70.05 per cent. of the amount, of deposits. These figures indi- 
cate that wage-earners are the principal patrons of savings 


2 


institutions. 

Among the banks which replied to the comptroller’s circular 
of last July were nearly five hundred savings banks in different 
parts of the country. After eliminating as well as could be 
done those which do a commercial as well as a savings business, 
we have left for the deposits of 445 of them on the day for 
which the statistics were gathered, $3,838,700. Of this whole 
amount 54.2 per cent. was deposited in the form of checks and 
other credit paper. If the ‘people of small means” use checks 

* Page 18. 

* This statement has been disputed and is at least open to some doubt. There is 
no direct evidence as to the industrial status of savings-bank depositors. They are 
certainly “ people of small means,” but that does not necessarily mean that they are 


principally wage-earners. It is likely that we shall ere long have some definite 
information on this point. 
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to such an extent in making their savings deposits they 
undoubtedly do so in their business generally. 

There is still another bit of evidence that goes to confirm our 
conclusion. It is the large extent to which wages are paid by 
means of checks. Some 3600 odd banks reported that in their 
communities wages are either generally or frequently paid in 
checks. Doubtless some of them confused wages with salaries, 
but allowing for this the proof is strong that the use of checks: 
for this purpose is more common than is generally supposed. 
This practice tends, of course, to encourage the use of checks by 
employeés, The practice is very common in Arizona, Colorado, 
Idaho, Illinois, Indian Territory, Iowa, Kansas, Michigan, Minne- 
sota, Missouri, Montana, Nebraska, New Mexico, North Dakota, 
Oklahoma, Oregon, Texas, Utah, Washington and Wyoming. In 
all these states the percentage of checks shownin the bank deposits 
is above the average finally determined. In other states the 
payment of wages in checks is but little practiced. In some of 
them, notably the northern ones, the practice is forbidden by 
law. In these same states, moreover, the wage period is so 
short —generally a week —that payment by check would not be 
feasible. In the southern states, in which checks are little used 
the store-order is pretty largely in use and the wage period 
averages somewhat longer. 

There are two other matters which seem to need a word of 
explanation before we leave the statistics which bear on retail 
trade. The first is the apparent inconsistency between the high 
percentage of credit instruments and the relative scarcity of 
banking facilities in the southern states. On this point we can- 
not do better than quote the remarks made by Professor J. F. 
Crowell of Smith College at the recent meeting of the American 
Economic Association. Professor Crowell’s long residence in 
the South gives great weight to his opinion. His remarks, which 
he has kindly put at the writer’s disposal, are as follows :* 


* Professor Crowell has recently written the writer of this article : “ As I think the 
matter over again I am disposed to put more rather than less confidence in this expla- 
nation of the relatively high figures for checks in these relatively cashless states.” 
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There are some features in the trade of the states of the South which go 
to sustain the high percentage there. I refer to the fact that at many places 
the cotton and the tobacco sold by the farmers to the merchants are paid for 
in checks, the checks turned in at the retail stores where goods are bought 
and by the retail merchants deposited in bank. When this is done in a place 
without a bank the retail merchant becomes the banker for his customers as 
far as cashing checks is concerned ; that is, he collects checks for deposit in 
bank. Thus often from a large area of country within a radius of twenty 
miles checks are gathered and deposited, serving to swell the proportion of 
checks to cash in the retail merchant’s account with the bank. This seems 
to me to lend additional probability to the accuracy of the figures, as well as 
to give an explanation of the high proportion in these very states where the 
scarcity of cash makes checks commonly current. 

The other point which seems to need explanation is one 
which no careful student should stumble over; yet it has seemed 
to cause trouble in the minds of some. It is that because the 
number of transactions which are settled by money is, or may be, 
larger than the number settled by credit instruments, the pro- 
portion of these instruments in business payments must be 
relatively small. A New York banker writes in connection with 
his reply to the comptroller’s circular: ‘$500,000 in checks do 
not often represent more than 500 transactions, while $50,000 in 
cash represents twenty or more thousands of transactions. There 
are more transactions zm number made in one day in New York 
City in money than are made im a week with checks, etc.”* The 
answer is that our inquiry has to do with the amount of business 
and not the number of transactions. It may be that only a 
minority of the people use banks, yet that minority may do the 
larger part of the business of the country. We may leave the 
discwssion of the part played by credit paper in retail trade with 
the assurance that none of the objections that have appeared 
seriously affect our conclusions. 


If we turn, now, to the wholesale deposits we find the ‘“‘more 
than go per cent.” of credit instruments that has so long been a 
“bone of contention” among the disputants over this whole 


*The same thought seems to have been in the mind of the writer of the article on 
“Money and Credit Paper” in the JOURNAL, September 1895, p. 407. 
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subject. No reason appears why the average percentage shown 
in the returns of the banks should not be taken as representing 
accurately the proportion of this kind of business done by means 
of checks and drafts. The make-up of the third class of deposi- 
tors is so fully discussed in the comptroller’s report that its con- 
sideration here is not necessary. We should notice, however, 
that some of the checks of the retail and wholesale merchants 
are probably counted again in this class of deposits. The 
elimination of a suitable portion of these deposits in order to 
allow for these twice-counted checks and for purely speculative 
transactions, if that elimination is thought necessary, does not 
seriously modify the proportion of credit paper. 

To what do the data point, now, as the true proportion of 
the demand for an exchange medium which is met by means of 
checks and similar devices? The figure yielded by the bank is 
92.6. If we throw out the large sum of 100 million dollars for 
speculative business, and for checks twice counted, the per cent. 
becomes 90. But it is hardly correct to lump the returns for 
the different kinds of business in this way. What weights 
should we give to the percentages of the various classes in order 
to arrive at a true average? Obviously they should be weighted 
in the proportions of the relative value of the different classes 
of business. But who shall say what these are? There are no 
statistics on the subject. We know that a given value of com- 
modities in the hands of a wholesale merchant is considerably 
increased when it reaches the retail tradesman, and, therefore, 
that for equal quantities of commodities larger amounts of 
exchange medium are received by the latter than by the former ; 
but we cannot tell how much larger. It may be twice as much, 
though that is improbable. If, however, we assume that it is, 
and if we weight the per cents. of checks in retail and wholesale 
trade accordingly, then the average per cent. of credit paper in 
mercantile business becomes 70. It can hardly be smaller 
than this. If we add the returns for all other business, regard- 
ing it as equal to the wholesale trade in importance, the per 
cent. of checks in all business comes out as 75. This is the 
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lowest at which the percentage can with good reason be put. It 
is perhaps too low. The ‘all other” deposits include all trans- 
actions except mercantile, and should have a weight of at least 
two, and probably three, as compared with wholesale mercantile 
trade. If we assume two, the average per cent. of checks in all 
business becomes 78. We have at hand a valuable test of this 
conclusion. A few years ago it was estimated that the annual 
value of ‘‘all transactions in stocks, bonds, real estate, products, 
and services’’ was 130 billion dollars. That is 430 million dollars 
a day. Let us say 450 million dollars, since Mr. Atkinson’s 
estimate was for 1890. The deposits made in our banks on the 
first of last July, as shown in our returns here discussed, were 
300 million dollars, or 150 million dollars less. If only half of 
this extra 150 million dollars of business not presented in our 
statistics was done with checks, the average per cent. of checks 
in all business for the day mentioned becomes 79. 

We may safely conclude that 75 per cent. is a fair estimate 
of the amount of business transactions of all kinds done with 
credit instruments. This is 5 per cent. less than that finally 
reached by the writer in the comptroller’s report, but the aim 
here is to get a sure minimum. 

Is the per cent. of credit instruments used in effecting 
exchanges increasing or decreasing, as the country develops? 
It has been asserted by various writers that the tendency is 
towards a decrease, and elaborate arguments have been adduced 
to maintain as well as to refute the assertion. But elaborate 
arguments are not needed, for the present statistics disprove the 
assertion. The per cents. of checks obtained in the various 
investigations are given in the table which follows, for various 
cities and for the whole country: 
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PERCENTAGE OF CHECKS IN DEPOSITS OF CITIES ON VARIOUS DATES. 








Cities June 30,|Sept. 17,| July 1, |Sept. 17,/Sept. 15,| July 1, | June3o0,| July 1, 
a 1881 1881 1890 1890 1892 18961 | 18942 | 18962 





98.70} 98.80] 96.04} 95.64] 92.36] 97.8 | 64.5 | 79.4 
90.30} 95.11 | 95.06] 94.52] 94.1 | 53.2 | 71.8 
93-70 | 94.14] 90.70] 93.11| 96.3 | 51.4 | 75.2 
Philadelphia 96.40} 96.19] 93.48] 93.92| 95.5 | 55 78.6 
Cincinnati 90 92.34 | 93-50] 94.64] 89.2 | 78.2 | 64.7 
Baltimore ld 93-90 | 89.89} 89.16| 82.46] 94 45-3 | 58.5 
Pittsburg " 86.20| 92.37| 90 90.02| 87.8 | 58 59.2 
Albany J 96.50] 92.97| 96.60] 95.33| 80.8 | 72.8 | 69.6 
Washington 45.80] 65.27] 32.65] 66.65) 73.2] .... 59.8 
New Orleans . 80.20] 90.09 | 82.83] 87.16] 89.9 | 62.6] 75.6 
Louisville R 83.40] 93.55] 92.68] 91.86] 90.5 | .... | 84.8 
Cleveland 95-10| 93.08} 94.74] 92.79] 87.2 | 30.3 | 79.1 
Detroit 4 93-50| 87.31 | 95.61] 91.82] 87.1 | 72.1 | 60.1 
94.90 | 83.25] 87.50] 90.93] 90.3 | 68.9 | 76.8 
81.50] 89.77| 89.59] 87.83] 91.8 | 38.3 | 82.3 
San Francisco 91.80| 77.40] 85.61] 91.20] 83.39] 80.6 | 88.5 | 70 
Reserve cities, except 
94-38 | 92.35 | 93.68] 92.27] 92.74] 92.3 | 61.5 | 74 
Banks elsewhere 81.72| 81.74] 84.09] 82.91] 84.91] 82.7 | 57 63.1 
Whole country 95-13| 94.09] 92.50] 91.04] 90.61] 92.5 | 58.5 | 67.4 





























If we use the returns from the national banks only in the 
present set of figures, because previous data came only from 
them, we have 93.4 as the average for the present time. This is 
higher than any preceding average except that of 1881; and 
this 93.4, it must be remembered, is the per cent. of credit 
instruments in deposits only. All the other receipts of the 
banks on the day under consideration would go to swell the 
credit-instrument side of the account and so to raise the average. 
Moreover, the difference between the present national-bank 
average and the highest ever shown is not materially greater 
than the difference between the averages at two dates in the 
same year. To conclude from such data that the proportion of 
checks used in business is falling off would be like asserting that 
the business of the country is decreasing because the total bank 
receipts on some of the dates in question were less than on some 
preceding ones. The use of checks varies to some extent at 
least like the use of any other highly developed tool of industry. 


* All deposits. 
? Retail deposits only. 
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If trade is active, business men hopeful, business confidence 
great, credit operations will extend, and credit paper for the 
time will play a more important réle, and wice versa. Such 
variations are temporary. 

What now does this “75 per cent.”” mean? What is the true 
interpretation of the part played by credit instruments in our 
medium of exchange? It certainly is not correct to say that 
the 75 or 80 per cent. of credit instruments used in effecting 
exchanges displace 75 or 80 per cent. of money. Checks and 
similar instruments are to be regarded, as Professor Hadley 
would say, as the “flow,” or the moving volume, of which bank 
deposits are the reservoir; just as when we speak of money in 
circulation we mean, or should mean, that portion of the whole 
available money supply of the country which is actively at 
work, so to speak. The “flow” of credit instruments and the 
“flow” of money together constitute the exchanging current 
whereby business transactions are effected. The proportion 
between the two varies and, in the opinion of the writer, varies 
in favor of the increase of the credit-instrument part of the 
whole. But that part does not at any time represent an equal 
amount of money displaced. That amount may be more or less. 
It would require an article as long as this already is to elaborate 
this point, and that must be reserved for the future. 

In the writer’s discussion of this subject in the JOURNAL OF 
PoLiticaAL Economy for March 1895, some attention was given 
to the variation in the percentage of credit instruments for 
different population groups. This subject, too, must be reserved 
for future treatment, with the statement that data furnished by 
the replies of the banks seem to strengthen the opinions then 


advanced. 
Davip KINLEY. 
UNIVERSITY OF ILLINOIs. 





THE ASSESSMENT OF TAXES IN CHICAGO. 


THE practical statesman, in formulating a system of taxation, 
holds two things constantly in mind: (1) an adequacy of rev- 
enue, and (2) justice as between taxpayers. His first aim is to 
secure an adequate supply of revenue for the government, but in 
so doing he strives, or ought to strive, to apportion the burden 
in accordance with the prevailing ideas of justice. A system of 
assessment should naturally work in harmony with these aims. 
It should neither prevent the government from obtaining an 
adequate revenue, nor should it produce unnecessary inequality. 
But that is just what the present system of assessment in the city 
of Chicago does,—(1) on account of its defective system of 
assessment, the city cannot obtain sufficient revenue to provide 
for even the most primary necessities of municipal existence ; 
(2) the present system results in gross inequalities. 

I. Inadequate revenue.—The city is limited by law to a tax 
levy of 2 per cent upon the assessed valuation of its real and 
personal property ;* and it is restricted by the constitution in the 
amount of debt that it may incur to an amount not exceeding 
5 per cent. of this assessed valuation.* Were property assessed 
at its fair cash value these limitations would not be too narrow: 
but the undervaluation of property is so great, that the city has 
not been in position to increase its debt since 1871,3 and its tax 

* Revised Statutes of Illinois, p. 277 (Hurd’s edition, 1895). This limitation does 
not include taxes for interest and sinking-fund purposes, nor the school or library tax. 
A public-library tax of one-tenth of 1 per cent., and a school tax of 5 per cent. (3 
per cent. for buildings and grounds and 2 per cent. for ordinary expenses) may be 
levied. Previous to the present year a tax of one-fifth of 1 per cent. for the public 
library was permitted. The total city levy for 1896 was $5.04 on $100 assessed valua- 
tion, of which $0.18 was for the public library, $2.41 for schools, and $2.45 for interest 
and sinking-fund charges and all other corporate purposes. 

* Constitution, Article IX, § 12. 


3 Five million dollars of World’s Fair bonds issued by special constitutional amend- 
ment of 1890. Constitution, Article IX, § 13. 
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rate has been up to the 2 per cent. limit ever since the law 
imposing the restriction was passed in 1879. 

The equalized assessed valuation of the real estate of Chicago 
is at present not more than one-ninth of its true value. This fact 
is indicated by the statistics gathered by the bureau of labor 
statistics," it is the conservative estimate of those best qualified 
to judge, and has been practically established by the work of the 
Chicago tax commission.?, This commission, consisting of five 
competent judges of real-estate values, after making a thorough 
investigation, placed the value of the real estate in the central 
business district at $438,447,180. The equalized assessed valu- 
ation of the same property for the year 1895 was $47,582,402; 
or but 10.8 per cent. of its actual value. 

As to the extent to which the personal property of the city 
is undervalued, nothing definite is known. A careful and accu- 
rate estimate has never been attempted. But the investigations 
of the bureau of labor statistics show that but a small fraction of 
intangible personal property is reached. The personal property 
of the city consists largely of stocks, bonds, warehouse receipts, 
and other securities, that here as elsewhere elude all attempts at 
assessment. The more tangible forms of personal property, such 
as household furniture, merchants’ stocks, etc., are undervalued 
at least to the same degree that real estate has been shown to 
be.3 Very conservative estimates place the total taxable wealth 
of Chicago at 2.5 billion dollars, or more than ten times its total 
equalized assessed valuation and three times the total equalized 
valuation of the entire state.‘ 

* Eighth Biennial Report of the Bureau of Labor Statistics of Illinois: Taxation, 
1894. 

“ A commission appointed by Mayor George B. Swift, to view and value all. real 
estate north of Twelfth street and south and east of the Chicago River — comprising 
what is known as the central business district. The commission submitted its report 
April 25, 1896. The report is printed as a supplement to the Economist (Chicago), 
May 16, 1896. 

3 Report of the Bureau of Labor Statistics (second edition), pp. 23-46. 

4For 1896 the total equalized valuation of Chicago was $244,357,268, of which 
$195,684,857 was upon real estate, $34,959,299 upon personal property, and $13,713,- 
112 upon railroad property. The total equalized valuation of the state was $816,679,- 
620. 
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In 1873 the city assessor valued the real and personal prop- 
erty of the city at $312,072,995," an amount 27.7 per cent. 
greater than its equalized valuation in 1896. During the same 
period the area of the city has increased from 35.6 square miles 
to 187.1 square miles, and its population from 380,000 to I,700,- 
ooo. The city, therefore, covers over five times as much terri- 
tory as in 1873, and its population is almost four and one-half 
times as great. The demands upon the city have consequently 
increased enormously ; but owing to the extreme undervaluation 
of property and the limitations upon the city’s borrowing and 
taxing power, the funds for meeting these increased demands 
have been entirely inadequate. The people of Chicago have had 
a very cheap government; but the cheapest government is not 
always the best. A parsimonious, penny-wise policy is always 
dear in the end. During the past twenty-five years the funded 
debt of the city has not been increased, and taxes have been 
light ; but these blessings have been too dearly bought by filthy 
streets, noisome garbage dumps, inadequate police protection, 
and a death-breeding water supply. 

Chicago has in many respects a most liberal charter. There 
are few large cities in the United States that have so large a control 
over their own organization and administration. New York, for 
example, has little discretionary power, and is subject to the 
constant interference of the state legislature. It is practically 
governed from Albany; and its worst evils emanate from that 
source. Chicago has been saved from this kind of interference 
by the constitutional restriction of special legislation, and by the 
fact that the legislature has never developed the habit of using 
the power that it has; and with its broad general power of self- 
government, Chicago would doubtless have developed a vigorous 
municipal life, had such a development not been effectually pre- 
vented by a system of assessment so pernicious that it has been 
impossible for the city to secure the funds necessary to make 
use of the powers granted it. The city government, instead of 


*This assessment was for city purposes only; the assessment by the town 
assessors for town, county, and state purposes was very much less. 
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being strong and vigorous, is weak and impotent ; it can do com- 
paratively little toward the improvement of municipal condi- 
tions. 

Many improvements might be made in Chicago’s methods of 
municipal housekeeping; much might be done to make the city 
a better place to live in. Mention need but be made of Glasgow, 
Paris, or Berlin, to bring to mind how totally deficient Chicago 
is in all the modern appointments of a well-governed city. The 
best governed cities have their own lighting plants, hospitals, 
public baths, and garbage crematories; they pay some attention 
to the housing of the working classes, and protect their inhab- 
itants against impure food. But it is useless even to discuss the 
advisability of these proposals as long as the city has no money 
to carry them out. As a result there is little general interest in 
municipal affairs; civic spirit has long been dormant, and ineffi- 
ciency and corruption are tolerated as necessary evils. 

Il. Lnequalities of the present system—The inequalities are of 
two kinds: (1) Some classes of property are assessed propor- 
tionally higher than others; (2) within the same class the 
rate varies greatly. 

Under the first head it is a well-established fact that per- 
sonal property as a class is assessed at a lower rate than real 
estate. Again, some forms of personal property are assessed at 
a comparatively high rate, while other forms are assessed at a 
much lower rate, or even escape entirely. The merchant’s stock 
of goods, for example, pays an unjust share of the personal 
property tax, while money, stocks, bonds, warehouse receipts, 
and securities of all kinds either escape taxation altogether or 
are taxed at a very low rate. It is in these intangible forms 
that the greater part of the personal property of the city really 
exists, yet they pay a very small part of the personal-property 
tax. The annual report ofthe Citizens’ Association for 1883 
states that “about 550 large firms and commercial houses pay 
three-fourths of all the taxes levied on personal property.” 

As to real estate, there is a general discrimination against 


improvements and in favor of ground values: (a) Unimproved 
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property is assessed at a lower percentage of its true value than 
improved property; (6) highly improved property is assessed 
at a higher percentage of its true value than property less 
highly improved. 

The first kind of discrimination, that in favor of unimproved 
land, is too well known to need demonstration. The assessor 
has a special and peculiar tenderness for the speculator who 
holds broad acres of unused land. There are no statistics as to 
the rate at which these large holdings are assessed; but the 
bureau of labor statistics has secured this information with 
respect to ninety-eight unimproved lots, averaging $2509 in 
value, and has compared their assessed valuation with that of 
various kinds of improved property. Besides the ninety-eight 
unimproved lots, the investigation includes seventy business and 
office properties in the central business district, thirty choice 
residences, and nineteen cheap residences. The investigation 
is, of course, too limited to obtain exact results, but the differ- 
ences shown are so pronounced that they must be accepted as 
indicating general tendencies. 

The unimproved lots were found to be assessed at 4.88 per 
cent. of their true value, the choice residences at 7.78 per cent., 
the business and office properties at 9.67 per cent., the cheap 
residences at 12.06 per cent. Taking a simple average of the 
percentages of assessed value to true value of the three classes 
of improved property, we have 9.83 per cent. The unimproved 
iots are therefore assessed at a rate only half as high, and pay 
only half as much taxes in proportion to their true value as does 


the improved property.’ 

Highly improved property is assessed at a higher percentage 
of its true value than property less highly improved; the lower 
the percentage the value of the improvements holds to the total 
value, the lower is the percentage of assessed value to true 
value. 


We have seen that business and office property is assessed 
relatively somewhat higher than choice residence property, and 
that cheap residence property is assessed higher than either. 


*Table comparing the assessor’s valuation for 1893 of unimproved lots with dif- 
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It is also true that cheap residence property is relatively more 
highly improved than either choice residence property or busi- 
ness and office property. While a workingman’s home in a 
cheap residence quarter costs two or three times as much as the 
land on which it is built, but a small proportion of the ‘“sky- 
scrapers’ of the central business district are worth as much as 
the land they occupy. Take in connection with this the fact 
that the sites of all kinds of improved property are assessed at 
a lower percentage of their true value than the buildings, and we 
have a sufficient explanation of the relatively higher assessment 
of,cheap residence property than of business and office prop- 
erty. This same report shows that while building sites are 
assessed on an average at from 5 to 7 per cent. of their true 
value, the buildings themselves are assessed on an average at 
from 12 to 15 per cent. of their actual value.* This results, of 
course, in taxing improvements at a higher rate than the ground 
on which they stand. Consequently the lower the percentage 
the value of the building is of the total value of the property, 


the lower the rate at which the property is taxed. Unimproved 
land is taxed at the lowest rate, and the rate increases with every 
increase in the value of the improvements relatively to that of 
the land. The land speculator is taxed at the lowest rate and 
the workingman’s home at the highest.” 


ferent kinds of improved property. Compiled from the Report of the Bureau of Labor 
Statistics, pp. 60-87. 








Per cent, 

- Number of Average value, _jassessor’s valua- 
Kind of property pieces 1893 tion of 
actual value 





Cheap residence 19 $4,435 12.06 
Business and office 70 1,421,479 9.67 
Choice residence 30 140,869 7.78 

PII 5 600.60 000 660054 ceccieoesee 9.83 
Unimproved 98 2,509 4.88 














* The causes which have led to this condition will be discussed later. 


? Table showing the percentage of assessor’s valuation to the actual value, and 
the percentage of the actual value of the improvements to the total actual value in 
P g P 
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But the present system results not only in the assessment of 
some classes of property at a much higher rate than other, but 
also in gross inequality in the assessment of the same class. 
This inequality is of three kinds: (a) Inequality as between the 
102 counties of the state; (6) inequality as between the thirty- 
three towns of Cook county; (c) inequality in the assessment 
of the property of citizens of the same town. It is at present 
the function of the state board of equalization and the county 
commissioners to deal with these first two kinds of inequality. 
The way in which they perform this function will be considered 
later on; it is here sufficient to remark that equalization is in all 
states very unsatisfactory, and in Illinois and Cook county par- 
ticularly so. 


The third kind of inequality is most notorious. Any tax- 
payer can furnish numerous examples coming under his personal 
observation. As to personal property, the assessment may be 
said to vary from nothing at all to 100 per cent. of the actual 
value. Of the ninety-eight unimproved lots considered in the 


above mentioned report, the assessor’s valuation varied from 2.63 
per cent. to 8 per cent. of the actual value; of the thirty choice 
residences, from 4 to 12.23 per cent; and of the seventy business 


1893. (Compiled from Tables XIX, XXIII, XXVI, and XXVIqd of the Zighth Biennial 
Report of the Bureau of Labor Statistics.) 








Per cent. Per cent, Per cent. Per cent, actual 
. assessor’s valua-|assessor’s valua-| assessor’s total value of 
Kind of property tion of building | _tion of site _ | valuation of total] building of total 
of actual value | of actual value actual value actual value 





98 unimproved lots........ 00.00 ’ 4.88 00.00 
8 choice residences 15.82 ; 10.10 43-42 
70 business and office prop- ' 
UNE: sonic ck Garriosuecca 12.38 : 9.67 43-1 
19 cheap residences 14.56 . 12.06 73-94 

















The report of the Chicago tax commission corroborates the results obtained by 
the bureau of labor statistics in regard to business and office property—the only 
kind of property coming within the investigation of the commission. The commis- 
sion found the assessor’s valuation of the buildings in the central business district to 
be 15.7 per cent., and of the sites 7.3 per cent. of their real value; while the total 
assessor’s valuation was but 9.27 per cent. of the total actual value. 
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and office properties, from 4.35 to 17.37 percent. Thus in each 
of these small groups there are pieces of property that are 
assessed and taxed more than three times as heavily as other 
pieces of the same group. Moreover, of all the pieces of real 
estate considered in this report, the lowest valuation was I per 
cent. and the highest 70 per cent. of the true value.* 


METHODS EMPLOYED IN THE ASSESSMENT OF PROPERTY. 


The common council having passed the annual ordinance 
authorizing the levying of a certain amount upon the real and 
personal property of the city, the law provides that a certified 
copy of this ordinance shall be filed with the county clerk. 


Here the authority of the city ceases. It has no control what- 
ever over the valuation of the property or the collection of the 
tax. All this is performed by town, county, and state officials. 
The tax must be levied upon the real and personal property of 
the city, as the same is assessed for state and county purposes ; 
and the tax so levied and assessed must be collected and 
enforced in the same manner and by the same officers as those 
by whom state and county taxes are collected and enforced.” 
This follows from the fact that the general-property tax is 
the main source of revenue, not merely of the city, but of the 
state, the county, the town, the park district, and the sanitary 
district as well. Cook county is divided into thirty-three towns 
or townships, twelve of which are either wholly or partly within 
the limits of the city. The city includes seven whole towns, 
almost all of one, and small portions of four others. The 
city is also divided into three park districts, each of which has 
an independent governing board. The sanitary district includes 
all that part of the city north of Eighty-seventh street, together 
with a considerable territory beyond the city limits; it also is an 
* It may be well to call special attention to the fact that all the percentages here 
given, taken from the bureau of labor statistics report, refer to the valuation as returned 


by the town assessor. There was no equalization by the county board in 1893, but the 
state board added 18 per cent. to these valuations. 


* Revised Statutes, p. 277. 
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independent corporation. It would create intolerable confusion 
and inconvenience for each of these governments to assess and 
collect a general property tax for itself: co-operation is there- 
fore indispensable. This is provided for in the general-revenue 
law, in accordance with which the general-property taxes levied 
by these various authorities are assessed and collected by a 
single corps of officials. 

In brief, the law provides for assessment by the town assessor, 
review by the town board, review and equalization between the 
towns by the county board, and equalization between counties 
by a state board. The town assessor is elected each spring by 
the voters of the town. It is his duty to assess the real and per- 
sonal property of the town between the first day of May and the 
first day of July of each year. An assessment book containing 
a list of all the lands and lots to be assessed is prepared by the 
county clerk and delivered to the assessor. It is then the duty 
of the assessor actually to view each of these pieces of real 
estate; to determine its fair cash value; and to assess it at that 
value." Asa matter of fact he does nothing of the kind. No 
assessor pretends to assess property at its fair cash value ; nor 
does he even actually view each piece of property and determine 
its true value. The annual assessment, for the most part, is 
made in the office of the assessor, by simply recopying the valua- 
tions of the previous year. Of course changes are made for new 
improvements, and at times the valuations for a considerable 
district are all increased or diminished by the same per cent. 
Certain changes are also made to reward favorites and sup- 
porters; and still others as the result of corruption. But as for 
any annual inspection of the separate pieces of property and 
determination of their true value, it has long ceased to exist. 

It is the intent of the law that each citizen shall make out a 
sworn list of his personal property; and it is the duty of the 
assessor to assess each item of the list at its fair cash value. If 
any person refuses to make out such a schedule under oath, ‘‘the 
assessor shall list the property of such person according to 

*Revised Statutes, p. 1275. 
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his best judgment and information, and shall add to the valua- 
tion of such list an amount equal to 50 per cent. of such valua- 
tion.” ‘Any person so required to list personal property who 
shall refuse, neglect, or fail when requested by the proper asses- 
sor so to do, shall be deemed guilty of a misdemeanor and on 
conviction thereof shall be fined in any sum not exceeding $200, 
and the several assessors shall report any such refusal to the 
county attorney whose duty it is hereby made to prosecute the 
same.””* 

This is the law, but its existence would never be surmised by 
one acquainted merely with the method actually followed. The 
law is practically a dead letter. Few schedules are made out. 
Most men feel that an honest return of personal property, espe- 
cially of stocks, bonds, and other securities, would mean practical 
confiscation. The total tax rate for 1896 in the South Town 
was 8.3 cents on the dollar. Think of taxing property upon its 
actual value at this rate! Rather than perjure themselves by 
making a false return under oath they prefer to leave the entire 
matter in the hands of the assessor, whose valuations, though 
notoriously arbitrary and inequitable, are the lesser of two evils. 
But from the 50 per cent. penalty or criminal prosecution, they 
have nothing to fear; for these penalties are never imposed. 

The town board, consisting of the assessor, the clerk, and 
the supervisor, is required to meet on the fourth Monday in 
June of each year for the purpose of considering complaints and 
correcting the assessment.’ It seems to be the general opinion, 
however, that if a person is unsuccessful in getting his assessment 
corrected by the assessor himself, it is of little use to appeal to 


the town board. The assessments as made by the assessor are 
allowed to stand with very few alterations. After review by the 
town board, the assessments then go for further review and for 
equalization between the towns of the county to the county board 
of commissioners. The county board has the chief direction 
and supervision over county affairs; and, in Cook county, is 


* Revised Statutes, pp. 1265-76. 
* Revised Statutes, pp. 1276-7. 
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composed of fifteen members. Ten of these members are elected 
upon a general ticket for a term of two years by the voters of 
the city; the remaining five by the voters of the county resid- 
ing outside the city limits." 

It is the duty of a county board, at its meeting on the sec- 
ond Monday in July, to consider appeals from the decisions of 
the town boards and complaints from property owners who have 
been assessed since the meeting of the town boards, and to 
equalize the aggregate valuation between the towns.” It may 
increase or diminish the aggregate valuation in any of the towns 
in order to make the valuations of the towns relatively equal. 
But in doing so it cannot decrease the aggregate valuation of 
the county; neither can it increase the aggregate valuation 
except to such an amount as may be actually necessary and 
incidental to a proper equalization.s If the board finds the 
aggregate assessment too high or too low, or generally so 
unequal as to render a just equalization impracticable, it may set 
aside the assessments of any or all of the towns and order new 
assessments, with instructions to the assessors to increase or 
diminish their former assessments by such amounts as the board 
may deem just.4 The county board is thus seen to be invested 
with very broad powers. Anyone who considers his property 
unjustly assessed has the right, after first making complaint to 
the town board, to appeal to the county board; if property is 
assessed at a lower percentage of its true value in some towns 


than in others, the board has full power to equalize the assess- 
ments; and, finally, the board may prevent undervaluation by 
ordering the assessors to make new and higher assessments. As 
it is a well-known fact that there are great inequalities of assess- 
ment both as between the various towns and between individ- 


‘ Constitution, Art. X, § 7. 

* Revised Statutes, pp. 1276-9; Workingmen’s Banking Co. vs. Wolff, 150 IIL, 
491. 

3The equalization was held to be valid where a county board raised aggregate 


valuation a trifle more than one-fourth of 1 per cent.—Buck vs. The People, 78 Ill. 
561. 


4 Revised Statutes, pp. 1278-9. 
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uals of the same town, and as the extreme undervaluation that 
exists is recognized to be most pernicious in its effects, there 
would seem to be plenty of work for the board to do. But asa 
matter of fact it did not change a figure in the assessments as 
returned by the town assessors for the year 1896. 

The county board has been an appellate board of review since 
1891. Each year since then a gradually increasing number of 
complaints have been carried to the board; though their num- 
ber has been surprisingly small. In 1896 a number of complaints 
were filed as usual, but as the aggregate assessment was $4,949,- 
194 less than for the previous year, the board did not consider 
it wise to reduce it still further by granting relief in these indi- 
vidual cases. The thirty-three assessors of Cook county have 
no recognized standard of valuation and are under no central 
supervision ; each presumably adopts some standard for himself, 
and is entirely independent in his application of it... That uni- 
formity should result from such chaos is highly improbable; 
yet the county board has made no attempt at equalization since 
1890. Previous to that time the board had usually made a 
so-called equalization, by adding 2 or 3 per cent. to the valua- 
tions of some of the towns and deducting like percentages from 
others. But the board now seems to have stopped the farce 
entirely ; and it is just as well for all concerned that it has. 
Equalization is always very unsatisfactory even when performed 
by persons specially qualified for the task; and it is hard to see 
how a board constituted as is the present one and burdened with 
many other important and exacting duties can be expected to 
have the technical information necessary to make a just equal- 
ization of the assessments of the thirty-three towns of the county. 
The power of the board to prevent undervaluation by ordering 
a new and higher assessment has never been exercised. The 
advisability of ordering a reassessment has been discussed at 
various times, and on one occasion such an order was actu- 


*To be sure, the law provides that “the fair cash value’’shall be the standard; 
but as no assessor pretends to take that as his standard, each presumably fixes upon 
ome fractional part of “the fair cash value” as a standard. 
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ally passed by the board, but the opposition was so great that it 
was afterwards reconsidered. The practical difficulty in the way 
is that an increase in the county’s assessed valuation would mean 
an increase in the proportion of state taxes that it would be com- 
pelled to pay. 

The state board of equalization meets on the second Tues- 
day in August of each year. It is made up of the auditor of pub- 
lic accounts and one member from each congressional district, 
elected tor a term of four years." This board has the original 
and sole power to assess the “track’’ and “rolling stock’’ of 
railroads, and to assess the capital stock of railroad, telegraph, 
and other corporations. It is also the duty of the board to 
equalize the assessments of the various counties. In doing so 
it cannot reduce the aggregate assessed valuation of the state; 
neither can it increase it more than I per cent. In making the 
equalization it considers separately, (1) personal property, (2) 
lands, (3) town and city lots, (4) railroad property.? In the 
equalization of the assessment of personal property, the law 
requires that the average assessed value of each of the seven- 
teen kinds of enumerated property be obtained ; that the values 
of the several kinds of enumerated property in each county shall 
be computed at these average values; and that the value of 
enumerated property thus obtained, as compared with the 
assessed value of such property, shall be taken to obtain a rate 
per cent. to be added to or deducted from the total assessed 
value of personal property in each county. But the board must 
go through this process merely to inform its own judgment, and 


after having done so may alter the rates thus found in any 
manner that it may deem necessary in order to secure a more 
just equalization.3 That the board does not permit itself to be 
bound by the results of this process is shown by the fact that in 
1896, had the process been strictly adhered to, the assessment 
in Cook county would have been reduced 33 per cent., but 


* At present, including the auditor, there are twenty-three members. 
* See the annual reports of the board. 


3 Revised Statutes, pp. 1280-1. 
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instead of this it was increased 27 per cent. In equalizing the 
assessment of lands the average assessed value per acre in each 
county is determined, and in the case of town and city lots the 
average assessed value per lot. Then from the board’s assumed 
knowledge of the actual average value of lands and town and 
city lots in each of the 102 counties of the state, it is supposed 
to be able to decide by what percentage to increase or diminish 
the assessments of each county. But, as a matter of fact, the 
board has no means of obtaining the data necessary for a just 
equalization and would probably not be disposed to use it fairly 
if it had. Each member schemes to get an equalization that 
shall be as favorable as possible for his own district. Equaliza- 
tion is the joint product of ‘guess work” and “log-rolling.” 


REFORMS NEEDED. 


The many evils that have been noted in the assessment of 
property may be ascribed, (1) partly to faults in the methods 
employed, (2) partly to insurmountable practical difficulties in 
the assessment of a general-property tax, (3) and partly to 
civic apathy and corruption. It is in the assessment of personal 
property that the general-property tax breaks down most com- 
pletely. Early in the development of the country, when agri- 
culture was almost the only industry, the assessment of personal 
property was a very simple matter. Personal property then 
consisted chiefly of household furniture, stock, and farm prod- 
ucts; a condition of affairs differing as widely as possible from 
the bewildering complications of business and commercial rela- 
tions in a great city like Chicago. Here by far the greater part 
of the personal property is in the form of stocks, bonds, ware- 
house receipts, and securities of various kinds. Millions of 
dollars’ worth of property are held in such an invisible, intangible 
form as to baffle all attempts at assessment. Even approximate 
accuracy of assessment cannot reasonably be hoped for. And 
when a man knows that his competitors are evading a large part 
of their personal-property tax, it becomes a practical necessity 
for him to follow their example. ‘Tax-dodging” therefore 
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becomes universal, and constantly tends to grow worse and 
worse. Modern writers agree in condemning the taxation of 
intangible personal property as impracticable; and have turned 
their attention to the problem of reaching the holder of intangi- 
ble property by some other form of taxation. Ohio has taken 
the most drastic measures to secure the assessment of intangible 
property, but has failed completely. The law since 1885 has 
permitted the county commissioners to offer individuals 20 per 
cent. of the tax upon all unassessed personal property disclosed 
through their efforts.. Yet the Ohio tax commission of 1893 
reports that “this so-called tax-inquisitor law produces not to 
exceed 2 per cent. of the taxes collected, the greater part of 
which proportionally is paid by the country counties.” The 
commission recommends the repeal of the law and the adoption 
of other forms of taxation, designed to reach the holder of 
intangible property. 

Another serious difficulty arises in the assessment of real 
property. The tax as at present administered leads inevitably 
to discrimination against improvements. We have seen that 
buildings are uniformly assessed at a higher percentage of their 
actual value than the sites on which they stand; and that this 
results in a discriminating tax, according to which the real 
rate of the tax increases with every increase in the percentage 
of building value to the total value of the property. Highly 
improved property is assessed at a higher percentage of its true 
value than property less highly improved; and as property in 
cheap residence districts is, relatively to the value of the land, 
the most highly improved, the result is that it is upon the work- 
ingman who owns or occupies one of these small homes that 
this discriminating rate bears most heavily. This discrimination is 
doubtless caused by the fact that sites rapidly increase in value, 


while the buildings upon them steadily deteriorate. Formerly 
the attempt was doubtless made to assess both buildings and 
sites at the same percentage of their true value. But when the 
system of actual reassessment was discontinued and the annual 


* Revised Statutes of Ohio, 1892, §§ 1343a, 8539-42. 
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assessment became a mere copy of the assessment of the 
previous year, the rapid changes in the relative value of build- 
ing and site were not followed by similar changes in their 
assessed valuations. The result has been that the relative 
undervaluation of sites has become so general that assessors 
seem to have given up the attempt, even in assessing newly 
improved property, to assess the site and the building relatively 
equal, and now attempt merely to assess the site at the same 
rate as other sites in the vicinity and the building at the same 
rate as other buildings in the vicinity. It seems impossible to 
overcome this difficulty entirely, but it can be reduced to a 
minimum by any plan that will bring about a periodical actual 
reassessment of property. The annual assessment of real estate 
in Chicago has become an annual farce. There is no general 
reassessment of property. An accurate assessment of the real 
estate of Chicago is a prodigious task, and should not be under- 
taken any oftener than is actually necessary for the attainment 
of justice. There should be a new assessment but once in four 
years, and the assessor should be elected for a like period. It 
is better to have a thorough reassessment every four years than 
an annual pretense at assessment. 

Perhaps the most important evil that has been considered is 
that of undervaluation. It is the cause of continual financial 
embarrassment to the city, and of much of the inequality that 
exists. The present system seems peculiarly adapted to secure 
competitive undervaluation: it seems designed to make each 
assessor vie with every other to assess the property of his town 
at a lower rate than that of any other town. They do this 
because it is demanded by the men who have elected them, 
and to whom they must look for re-election. The reason 
why property owners demand undervaluation is not difficult 
to see. Upon the valuation returned by the assessor taxes 
are levied, not only for town purposes, but for the park dis- 
trict, sanitary district, city, county, and state as well. If the 


taxes levied were for town purposes merely, it would make no 
difference to the taxpayers of the town whether the valuation 





THE ASSESSMENT OF TAXES IN CHICAGO IgI 


as fixed by the assessor were high or low—provided only that 
all property were valued proportionally. But when park, sani- 
tary district, city, county, and state taxes are levied upon this 
same valuation, it is decidedly to the interest of the taxpayers 
to have the property of the town valued at as low a rate as pos- 
sible. The lower the assessed valuation, the lower is their pro- 
portion of park, sanitary district, city, county and state taxes. 
They, of course, are always willing to pay their just share of 
these taxes, but they are always sure that property in an adjoin- 
ing town, or in some other part of the state, is valued at a lower 
percentage of its true value than their own. They deplore the 
general undervaluation, and are loud in their denunciation of 
assessors ; but should their own assessor dare to raise the rate of 
valuation, he would stand no chance of re-election at their hands. 
The assessor simply carries out the demands of his constituents. 
The lower the valuation, the higher he will stand in their 
regard. It follows that each assessor vies with every other in a 
wholesale undervaluation. It is the aim of each to provide his 
town with an assessed valuation that is as low as the lowest. 
Under this system of competitive undervaluation it is not strange 
that the percentage of assessed valuation to true valuation has 
been steadily declining, until now the assessor’s valuation of the 
real estate of the central business district is but 9 per cent. of 
its true value.* To be sure, if there were a perfect system of 
equalization in operation, the reasons for competitive underval- 
uation would not exist. If it were absolutely certain that the 
valuations in all the towns of the county would be accurately 
equalized by the county board, and that the valuations in the vari- 
ous counties would be made relatively equal by the state board, 
there could be no inducement for undervaluation. But such a 
system is quite visionary; the most that can be expected is that 
some of the most flagrant inequalities will be mitigated. And 
as long as the boards of equalization cannot be implicitly relied 
upon, the reasons for competitive undervaluation will continue. 

One plan which has been strongly urged as a remedy for the 


*Its equalized assessed valuation is about 11 per cent. of its actual value. 
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evil is the consolidation of the twelve towns and parts of towns 
within the limits of the city of Chicago into a single town. The 
consolidation of the various towns of the city would be desirable 
for many reasons, and their complete abolition still more so. 
The annual town meetings are anomalies to which there are few 
parallels. The theory is that the voters of each town shall 
annually assemble in mass meeting, and vote the taxes for the 
ensuing year. The West Town, for example, has a population 
of about 700,000, and in October 1896 had 150,000 registered 
voters. Imagine these 150,000 men coming together in primary 
assembly to transact the business of the town. Asa matter of 
fact few voters know that such an institution exists; and of 
those that do happen to know of it scarcely any consider it of 
sufficient importance to attend. Asa rule, therefore, the meet- 
ing is made up of the town supervisor, the assessor, the clerk, 
and the collector, with a few of their most trusted retainers. 
Aside from the assessment and collection of taxes the towns 
have no functions of importance. It is now generally conceded 
that the assessment and collection of taxes in Chicago can best 
be exercised by central authorities. With these functions taken 
away, the town governments will no longer have any excuse for 
existence. Yet, however desirable for these reasons the consoli- 
dation or abolition of the town governments would be, as a 


remedy for competitive undervaluation it would fail completely. 
There would then be but a single assessor for the entire city; 
and it is urged that he would not have the same motive for 
undervaluation, and would assess property at more nearly its 
true value. But this remedy does not go to the root of the evil. 
This single assessor would still have to compete with the twenty- 
six town assessors of Cook county outside the city limits, and 


the causes which at present bring about competitive undervalua- 
tion between the 102 counties of the state would be as active as 
ever. An increase in the city’s assessed valuation would mean 
an increase in the proportion of state and county taxes that it 
would be compelled to pay. 

Undervaluation may not be as extreme in other parts of the 
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state as it is in Chicago and Cook county, but the difference, so 
far as real estate is concerned, cannot be very great. In 1896 
the aggregate assessment returned by the local assessors in Cook 
county was 43.6 per cent. higher than in 1873; while the aggre- 
gate local assessment for all counties of the state except Cook 
was less than one-half as great in 1896 as it was in 1873." The 
aggregate assessment for all counties except Cook has steadily 
declined since 1873, while since 1880 the assessment of Cook 
county has been slowly rising. But the population and wealth 
of Cook county has increased at a rate so much more rapid than 
the rest of the state that the percentage of assessed valuation 
to true valuation has probably fallen somewhat more rapidly in 
Cook county than in the state as a whole. 

Another plan is to abolish the system of town assessment 
and to have a single assessor or board of assessors for the entire 
county. One way in which this might be brought about in Cook 
county would be to abolish the present system of township 
organization. The assessment for the entire county would then 
be made by a single assessor, as is at present the case in those 
counties of the state that do not have the township system. 
This can be brought about by petition to the county board and 
the favorable vote of the people of the county. This, however, 
would deprive the twenty-six towns wholly or partly outside 
the city limits of their local self-government, and would be very 
objectionable for that reason. And inasmuch as the evils of the 
system of town assessment are not confined to Cook county, but 
necessarily result wherever the system is used, it would be wiser 
to abolish the system throughout the state, by legislative enact- 


* Table showing the total assessment made by the local assessors in 1873 and 
1896 in Cook county and in all counties of the state except Cook: 








Total assessment Total assessment 

made by made by Per cent, | Per cent. 

local assessors, local assessors, increase | decrease 
1873 1896 


Counties 





All counties except Cook... 1,065,963,198 523,685,796 hai 50.8 
144,145,665 207,530,692 
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ment, without detriment to the present system of township gov- 
ernment. 

While this plan would do away with competitive undervalua- 
tion between towns, it would still continue between counties. 
The rivalry would now be between the 102 county assessors, and, 
as a result of that rivalry, the total assessed valuation of the state 
would continue to grow less and less. In fact, a system of 
county assessment exists at present in about one-sixth of the 
counties of the state. Eighteen counties have no township 
organization, and in them the county treasurer is ex officio county 
assessor. He is elected for a term of four years and cannot hold 
office for two successive terms.” If it is the system of town 
assessment alone that is responsible for competitive undervalua- 
tion, the assessors’ valuations in these counties should be relatively 
much higher than in the other counties of the state. But if the 
percentages added to or deducted from the valuations of the 
various counties by the state board of equalization be taken as a 
criterion, no general difference can be observed. The state 
board has increased the valuation of some of these counties in 
which a system of county assessment exists, and has diminished 
the valuation of others — just as it has in the case of the counties 
in which a system of town assessment exists. In 1896 the state 
board increased the assessed valuation in two counties by 58 
per cent.; one of them had the county system of assessment 
and the other the town system.? County assessment is an 
essential part of a thoroughgoing reform, but something further 
is necessary. 

Chicago has had an experience with two different methods 
of assessment that is very suggestive. Under the old charter of 
the city, from 1863 to 1875, town, county, and state taxes were 
levied upon a valuation returned by the town assessors, while 
city taxes were levied upon an entirely distinct valuation returned 
by a city board of assessors. Here were two systems operating 

* Revised Statutes, p. 677. 

? These two counties were Clark and Gallatin. Clark has the township organiza- 


tion, while Gallatin has not. The assessed valuation of Cook county was increased 
22 per cent.—Report of the State Board of Equalization, 1896. 
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side by side. One was practically the same as the present; 
taxes for different jurisdictions (town, county, and state) were 
levied upon the valuation returned by the town assessor. It 
consequently afforded all the inducements for competitive 
undervaluation that exist under the present system. Under 
the other system city taxes were levied upon a separate city 
valuation made by a single city board. It therefore made no 
difference to the city taxpayer whether his property was 
assessed at half its full value or at full value—provided only 
that all other property owners of the city were assessed at the 
same rate. 

It is interesting to compare the practical results of the two 
systems. The records show that during this period the value of 
the real estate of Chicago, as assessed by the city board, was 
regularly three or four times as great as the valuation returned 
by the town assessors. In the one case there was no inducement 
for undervaluation ; in the other the rivalry between assessors 
was the same as it is at present. The following statistical com- 
parison of the two methods is given in the bureau of labor statis- 
tics report: 








Town assessor’s valuation of real 
estate for town, county, and 
state taxes 


City board’s valuation of real estate 
for city taxes 





1870 $55,800,674 $223,643,600 
1871 59,254,278 236,898,650 
1872 57,548,810 239,154,890 
1873 79,953,118 262,969,820 
1874 85,186,937 258,549,310 


Totals $337,743,817 $1,221,216,270 














It seems clear, therefore, that competitive undervaluation could 
be stopped by having a separate assessment for town, city, 
county, and state. Such an arrangement, however, would be 
intolerable. It would require an army of officials to carry out, 
and would subject the taxpayer to endless inconvenience. It is 
also evident that this result might be effected by a centralized 
system of assessment. Were the assessment for the entire state 
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made under the direction of a state board or official, the causes 
which now lead to competitive undervaluation would no longer 
be operative. This is the plan at present in vogue in France. 
The French land tax is a source of revenue not only for the cen- 
tral government but for the departments and communes as well ; 
but its administration is entirely in the hands of the central gov- 
ernment. France is a highly centralized state; the communes 
have few powers of self-government; a centralized system of 
taxation is therefore in perfect harmony with the spirit of its 
institutions. But our institutions are in this respect diametric- 
ally opposed to those of France; local self-government is a 
basic principle of our political structure. Moreover, although 
this plan would do away with competitive undervaluation, it 
could not be administered without great inequality. Such an 
assessment, though directed by a single head, must be actually 
carried out by a great number of assessors. These men will 
naturally differ widely in intelligence and judgment; and the 
valuations which they determine upon will differ correspondingly. 
Other things being equal, the inequalities of an assessment will 
vary directly with the number of individuals taking part in its 
construction; the larger the number of assessors, the greater 
the inequality. France is a good illustration of this fact; there 
the plan results in extreme inequality between the different 
districts. 

We thus see that a real-estate tax that is a source of revenue 
for both state and local governments cannot be assessed by the 
local authorities without competitive undervaluation and conse- 
quent inequality, and that it is not probable that it could be 
centrally administered over such a broad area as the state of Illi- 
nois, with any approach at uniformity; we are therefore forced 
to the conclusion that it is an administrative necessity that this 
form of taxation should be reserved to the local governments 
and that the state should derive its revenue from other and 
independent sources. There must be a divorce of state from 
local taxation. Such a separation is in line with the best mod- 
ern thought and practice; it is the central feature of the recent 
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reforms in Prussia, and has been adopted in Delaware, Pennsyl- 
vania, and Vermont.' 

The separation of state from local taxation is not only an 
administrative necessity but is extremely desirable for other 
reasons. For each of the three different organs of the state, the 
national, state (commonwealth), and municipal governments, 
there are certain peculiarly appropriate objects of taxation. Just 
as there are certain functions that seem naturally to belong to 
the national government, others to the state, and still others to 
the municipality, so also there are certain sources of revenue 
that seem peculiarly appropriate for each of these different gov- 
ernments. In many cases, to be sure, it is impossible to decide 
to which of two governments an object of taxation more natu- 
rally belongs, just as is also the case with regard to many gov- 
ernmental functions; but that there are these natural divisions 
can no more be doubted in the one case than in the other. His- 
torically there has been a segregation of the sources of revenue, 
just as there has been a segregation of governmental functions. 
(1) Certain kinds of taxation are peculiarly adapted to local 
administration, others to state, and still others to national. There 
are certain kinds of taxes that cannot be uniformly assessed over 
avery extensive territory. There are others that cannot be suc- 
cessfully administered by a government whose jurisdiction 
extends over but a small area. A real-estate tax is an exam- 
ple of the former; a railroad tax of the latter. (2) Each of 
these governments in the exercise of its peculiar functions stands 
in a special relation to certain private interests. These interests 
benefit more immediately and specially from its action than 
from the action of the other governments ; they can, therefore, be 
more appropriately taxed by it than by the governments whose 
benefits are less and more remote. For example, municipal 
franchises can most appropriately be taxed by the municipality, 
intermunicipal corporations by the state, and interstate corpora- 
tions by the national government. 

Applying these principles to the practical problem of the 


*ELY, Taxation in American States and Cities, p. 261. 
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divorce of state from local taxation in Illinois, we may say, 
merely by way of illustration, that real estate, municipal fran- 
chises, and certain kinds of business seem peculiarly appropriate 
for local taxation, while corporation and inheritance taxes may 
as appropriately be reserved to the state. It has been found 
impossible to administer a real-estate tax uniformly over such 
a large area as the state of Illinois. Competitive undervaluation 
and inequality between the various counties are sure to result. 
Yet it is quite possible to assess such a tax over a single county 
with practical uniformity. Moreover it is clear that real estate 
in the city of Chicago is far more immediately and specially 
benefited by the activities of the city government than by those 
of the state and national governments. Corporation and inher- 
itance taxes can best be administered by an authority whose juris- 
diction is broader than the county. And as corporations receive 
special rights and privileges from the state, and the right of 
inheritance is secured by the state, these are specially appro- 
priate objects for state taxation. The need of the state govern- 
ment for revenue is comparatively small. In 1893 the state tax 
was but one-sixteenth of the aggregate amount of taxes levied 
in the state; and in Cook county it was but one twenty-second 
of the total amount of taxes levied in the county." The state, 
therefore, does not require a complicated revenue system; and 
taxes on corporations and inheritance can be made to yield an 
abundant revenue. With the divorce of state from local taxation 
and the replacement of town assessment by county assessment, 
the problems of competitive undervaluation and inequality 
between towns and counties wil! be practically solved. Boards 


*Comparison of the tax levy for state purposes with the tax levy for local pur- 
poses, 1893. See Auditor's Report, 1894. 








Aggregate levy for 
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state levy 


| Aggregate levy for 
state purposes, 
1893 - of total levy 





Cook county .........ceeeseeeeeeeee| $ 847,909.43 | $18,822,793.82 4.5 
2,67 3,669.50 40,071,159.24 6.4 
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of equalization can then be dispensed with, as there will be 
nothing to equalize. 

The fact that there is no standard of valuation is the cause of 
much of the inequality and corruption that exists. The law pro- 
vides that property shall be assessed at its fair cash value, but 
no assessor ever thinks of following the law in this respect.’ 
There being no standard of valuation, inequality follows inevita- 
bly. Each assessor presumably adopts some standard for his own 
guidance, but it is impossible for anyone else to know what that 
standard is. It is difficult, therefore, for a man to tell whether 
or not his property is fairly assessed, and in most cases he finds 
it best quietly to bear the arbitrary assessment. It is this con- 
dition that is chiefly responsible for the corruption that exists. 
The usual method is about as follows: The property owner 
receives a notice from the assessor, informing him of the amount 
of his assessment. The amount stated is perhaps 50 per cent. 
higher than the assessment for the previous year. In a few days 
he is called upon by a “‘go-between”’ who offers to see that the 
assessment is reduced to its former figure upon the payment to 
himself of half the amount involved. The sum is paid and the 
assessment is reduced. Some standard must therefore be adopted 
and rigidly adhered to. The most logical plan would seem to 
be to assess all property at its fair cash value. There are those, 
however, who oppose this and argue that one-fifth or one-eighth 
of the true value would be a better standard. They do not favor 
such a standard because it will be more easily maintained, but 
because assessment at actual value, by enormously increasing 
the assessed valuation of the city, will put it in the power of the 
city council to make a proportionate increase in the city tax levy 
and bonded debt. Since the present assessed valuation of real 
estate is but one-ninth of its actual value, a true assessment 


would make it possible for the city council to levy nine times as 
large a tax and to increase the bonded debt of the city in the 
same proportion. 


* Assessors and boards of equalization act judicially in fixing the value of property 
for taxation, and their decision can be impeached only for fraud. Porter vs. Rockford, 
Rock Island and St. Louis Railway Company, 76 IIL. 561. 
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Many taxpayers would tremble to see such broad powers 
given to a corrupt city council. It is probable, however, that 
the present extreme limitation of the city’s financial powers and 
‘thereby upon its exercise of all other powers, has been a potent 
cause in making the council what it is. The character of the 
men who fill an office generally varies in a pretty direct propor- 
tion with the responsibility of the office. The council being 
weak, its members are naturally irresponsible. One requisite for 
the reform of the city council is that its powers be made so 
important that the people will no longer permit it to be run by 
the ‘‘gang”’ and in the interests of the “gang; and that men 
of character and ability will consider it an honor to be a member 
of it. With assessment at actual value the present limitations 
will not be too broad. While throwing the responsibility for its 
own good or bad government upon the city itself, the limitations 
are not so broad as to be a serious menace to the welfare of the 
state as a whole. But after the methods of assessment and the 
system of taxation itself have both been radically changed, reli- 
ance must still be placed largely in the exercise of a vigilant 


popular control. Where this is weak or inefficient the best sys- 
tem will fail to bring good results. Corruption is possible under 
any system unless officials are held to a strict responsibility by 
the people. A vigorous civic spirit will ever be necessary for 
the successful operation of this most difficult branch of public 
administration. 


Rosert H. WHITTEN. 
THE UNIVERSITY OF CHICAGO. 





TRADE-UNION ORGANIZATION IN THE UNITED 
STATES. 


LaBor has sought many forms of organization by which to 
protect its rights and advance its interests; of these none has 
proved more continuous in existence or effective in operation 
than the trade union. Referring to its general success, Professor 
Marshall has said: “The brilliant though checkered career of the 
trades-unions has been more full of interest and instruction than 
anything else in English history.”* The industrial community 
of England is fortunate in having a more or less complete and 
detailed account of its trade-union development on which such 
an assertion may be based. The history of trade-unionism in 
America remains unwritten. The extent of the movement today, 
and such scattered records as are to be had from various 
sources, give promise that a careful investigation of the subject 
will reveal as interesting a chapter in American industrial 
development as Professor Marshall and others have found in that 
of England. Silently and continuously thousands of producers 
in America have been gathering into organized local groups, 
which in turn have been uniting in central bodies or becoming 
parts of still larger federations. A movement such as this, 
which aims at embracing within a complete organization the 
greater part of the population of an entire continent is one des- 
tined to be of importance in industrial history and one worthy 
of minute and detailed examination. 

A trade union has been well defined as a “‘ continuous associa- 
tion of wage-earners for the purpose of maintaining or improving 
the conditions of their employment.”? This definition, while it 
does not deny their influence on the general trade-union develop- 

* Principles of Economics (3d ed.), vol. i. p. 47. 

* The History of Trade-Unionism, by SIDNEY and BEATRICE WEBB (London, 


1894), p. 11. 
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ment excludes on the one hand the many organizations which 
are formed from merely political or social motives, and on the 
other such combinations of wage-earners as may arise from 
time to time with the ostensible object of maintaining or improv- 
ing the condition of members, but which in the end prove 
ephemeral and fail to pass into permanent trade societies. The 
essential feature of the association is that it connects itself 
primarily with the trade or trades to which its members may 
belong. Associations of wage-earners are likely to prove con- 
tinuous only when their members recognize that as a class they 
are destined to continue subject always to the conditions of hire. 
This probably accounts for the late development of trade-union- 
ism in England and its still later development in America. In 
each country the rise of the factory system more than anything 
else stimulated, and to a degree rendered necessary, some form 
of continuous union among the workers. In England trade- 
unionism is divisible into two distinct periods, the one previous 
to the factory régime and the other coincident with it. The 
earlier period extended over the greater part of the eighteenth 
century, but throughout that time unions were formed for the 
most part only in such trades as permitted an extended division 
of labor and in which such division of labor had become the 
common practice. In the United States trade unions were 
unknown prior to the beginning of the present century. The 
factory system having begun during the first decade, a parallel 
to the English movement will be found only for its second 
period. 

During the first quarter of the century there was practically 
no trade-union development or “labor movement” in America. 
The reasons for this are obvious enough. The country was as 
yet but thinly peopled, the largest centers presented but few of 
the complex problems which are common to the cities of today, 
and change from one kind of employment to another was not 
difficult or uncommon among the wage-earners. If the latter 
were dissatisfied with the conditions of their trade they had in 
many instances the land to fall back upon, whereas if ordinary 
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Gan and skill were not wanting the opportunities of rising 
to positions of authority were fair enough. There are instances, 
however, of associations of laborers having taken permanent 
form, and these are not without interest or significance. The 
tailors appear to have been the first to establish the present form 
of trade union, their organization dating back to 1806. This 
enables us to trace a direct line of connection between the trade 
unions of England and those of America, a connection, strangely 
enough, which links the oldest union of the latter country with 
the oldest union of the former. It is generally conceded that 
the Journeyman Tailors’ Union is the oldest permanent trade 
organization in England, it having had a continuous existence 
for nearly two centuries. The tailors who organized in America 
in 1806 had prior to their coming to this continent been 
members of the union in the mother country. They continued 
their membership in the English union for some time after 
settling here, but in the year above mentioned decided to sever 
the old connection and form a separate union based in its essen- 
tials on the English model. An analogous case was that of the 
hatters who were organized in 1819. There were doubtless 
many other local organizations formed, purporting, perhaps, to 
be trade unions, but they are denied a place in the present out- 
line, as it does not appear that they had a continuous existence. 
It is more than certain, for example, that associations of ship- 
builders existed from time to time during the eighteenth and 
possibly through part of the seventeenth century. Shipbuilding 
was the first great manufacturing industry in America and was 
carried on throughout the colonial period along the eastern 
shore of the continent. The workers were for the most part 
skilled craftsmen who had come to this country from England 
where, as has been pointed out, organization would not have 
been unfamiliar to them, but the circumstances under which they 
labored were not such as to necessitate or ensure a continuous 
union among them. There is a record, however, of the New 
York Society of Journeymen Shipwrights having been incorpo- 
rated on April 3, 1803, and a union of the house carpenters of 
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the city of New York in 1806." This much may be claimed, 
that when pressure did come and it was rendered urgent that 
workers should combine to gain a common end, the “building 
trades” exerted themselves so vigorously as to merit the place 
not unfrequently accredited to them, of being the pioneers of 
the labor movement on this continent. It was in connection 
with the ten-hour workday that the struggle of organized labor 
first began and it was along the Atlantic seaboard, where the 
ship carpenters and calkers were engaged, that agitation was 
the keenest and the earliest successes achieved.’ 

From 1825 to 1830 many local unions were formed in the 
various trades. They were followed in rapid succession by 
others up to 1850, the interval constituting the formative period 
of trade unions in this country. Since then no year has elapsed 
in which local bodies have not sprung into existence; some of 
these have proved short-lived, others have been submerged 
in periods of depression and have revived on the return of 
better times. At the present day there is possibly not a trade 
deserving mention which has escaped organization along union 
lines. The extension of unions from one trade to another, and 
in the same trade throughout all parts of the land, has been con- 
tinuous and progressive. It is on this broad foundation that the 
superstructure of a more perfect organization has been reared. 

It is evident that however efficiently each trade may be 
organized locally but little permanent good can be accomplished 
without some form of concerted action. This combining of 
forces may be effected in two ways. First, the organized trades 
of one locality may, whilst preserving their autonomy, unite in 
one central body which has as its object the furthering of those 
interests which are common to all trades; secondly, the various 
local bodies of a particular trade, scattered through all parts of 
the country, may be held together by a larger organization, to 
which may be referred matters of general interest within the 
trade, the local unions being still at liberty to guard the welfare 

*Ety, The Labor Movement in America, p. 38. 

*MCNEIL, The Labor Movement the Problem of Today (1887), p. 74 et seg. 





TRADE-UNION ORGANIZATION IN THE UNITED STATES 205 


of the individual members belonging to their group. The first 
method is the first step in the organization of different trades, 
the second method is the second step in the more perfect organi- 
zation of individual trades. Both processes may be working 
simultaneously, and, as a matter of fact, have been so working 
in the United States for over forty years. 

Having in mind the condition of the country, and the dis- 
tribution of the population during the first half of the present 
century, it will be easily understood how the first method of 
organization was in point of time the first to be adopted. The 
cities and towns, with few exceptions, had not assumed such pro- 
portions that the members of all trades were not more or less 
closely associated. Their interests during this period were more 
likely to be general than particular, the gaining of a ten-hour 
law being, for example, an aim which all would have in common. 
On the other hand, the wage-earners in a particular town knew 
comparatively little of their fellow-workmen, those even of their 
own trade, who resided in some other part of the state. The 
means of communication were slight, and anything like con- 
certed action by members of a trade thus widely scattered was 
well-nigh impossible. Accordingly we find that for fifteen years 
before the unions of a particular trade were held together by a 
superior organization, the workingmen of different trades within 
separate localities were being formed into central bodies on the 
basis of the interests which they held in common. The first 
to be so formed was that known as the General Trades Unions 
of the City of New York, organized in 1833. Almost at the same 
time there was formed a general trade union of the mechanics 
of Boston and the vicinity, the latter body being composed at 
its first meeting of delegates from sixteen local unions. Since 
then similar bodies, known as trades assemblies or central trades 
and labor councils, have been organized in most of the cities 
and important towns. In 1861 the scattered unions in Califor- 
nia and in San Francisco were organized, and the period follow- 
ing the close of the Civil War witnessed a rapid growth in this 
as in other forms of union organization. While the number of 
these central trades assemblies increases with their formation in 
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progressive towns, the ones already in existence continue to 
grow in importance with each increase in the number of local 


unions. 

The second method of organization, that, namely, in which 
the unions of a particular trade are themselves united, was first 
adopted by the scattered printers’ unions in the eastern states. 
To this higher form of organization is given the name “national,” 
it being intended that all local unions in the country which are 
of the particular trade shall come within its jurisdiction. The 
National Typographical Union, the first to be so formed, was 
organized in Cincinnati in 1852. By 1860 no less than twenty- 
six trades were organized on national lines. Their number has 
increased rapidly ever since, and the membership in each at the 
present day varies from two to twenty-five thousand. 

Some of the trades in the United States have adopted an 
‘‘international”’ organization. It differs but little from the 
national save in extent of jurisdiction, but in no case does this 
jurisdiction extend to any other country but Canada. The term 
“‘continental’’ would therefore be more strictly applicable. The 
Iron Moulders’ Union of North America, founded in 1859, was 
the first to become an international organization. The Machin- 
ists’ and Blacksmiths’ Union of North America, founded in the 
same year, has practically ceased to exist. Where of late years 
a higher plan of organization has been adopted the international 
appears to have been the most generally accepted. The trade 
interests of Canada and the United States are so nearly identical 
that this method is all the more imperative. 

A step of importance to be noted in connection with the 
national or international organization is the union of allied trades 
which accompanies it. Thus the Amalgamated Association of 
Iron and Steel Workers embraces local unions, the members of 
some of which are engaged in work auxiliary tc, but sufficiently 
different from, that of their fellows to necessitate their primary 
organization into separate bodies. The association, when first 
formed in 1876, was made up of such organizations as the Iron 
and Steel Roll Hands, the Associated Brotherhood of Iron and 
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Steel Heaters, Rollers and Roughers, and the United Sons of 
Vulcan, the last named being composed chiefly of iron boilers 
and puddlers. Each of these in turn was further subdivided. 
The more general interests of particular trades are bound up in 
the common interest of all, and it is this common interest which 
the larger organization seeks to protect. As there are com- 
plementary groups of commodities so there are complementary 
groups of workers, and these are brought together in the national 
or international associations. In some instances local unions 
have been united into state organizations, but this form is more 
usually a step in national arrangement than a separate factor by 
itself. 

A last and still higher form of organization in the trade- 
union development is that embodied in the American Feder- 
ation of Labor. As its name signifies, it is a federation, more 
or less complete, of the minor bodies already described. It is 
an organization of organizations ; a union of unions, international, 
national, state, central, and local. It was formed originally 


at Pittsburg in 1881 under the name, ‘The Federation of Organ- 
ized Trades and Labor Unions of the United States and Amer- 


ica,’ and was modeled after the Trades-Union Congress of 
England. Five years later it received the present name. Local 
bodies are not allowed to discuss politics in their meetings, but at 
the annual convention of the federation delegates are sent to it 
from the local bodies, and there discuss questions of a political 
nature. Its main object is to watch legislation and to bring 
about such enactments as may be beneficial to the working 
classes. At the same time it constantly seeks a thorough fed- 
eration “embracing every trade and labor organization in Amer- 
ica, under the trades-union system of organization.”* It is 
distinctively a representative organization, and bodies entitled to 
representation are said to be affiliated. While most of the inter- 
national and national trade unions are thus affiliated, there are 
still some which are not. There are over 1500 affiliated local 


* Preamble of the revised constitution of the American Federation of Labor, as 
drawn up at the Baltimore convention, December 16, 1887. 
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unions which have not as yet a national organization; but there 
remain also several thousand other unaffiliated local unions with 
no national head. While not formally connected with the Fed- 
eration, it may be said that in theory many are united by virtue 
of acommon polity. There are in some cities groups of workers 
from a limited number of trades designating themselves as fed- 
eral labor organizations, and having no connection with the 
central trades assemblies. Many of these are affiliated with the 
American Federation of Labor. 

An account of organized labor and even trade-unionism 
would be incomplete without admitting to a conspicuous place 
the most prominent federation in the country today, the Knights 
of Labor. This organization may lay claim to a wider field 
than the one entered into by the trade unions. In many 
respects the two are closely allied and in the objects which they 
desire to attain there is on the whole a striking similarity. The 
difference lies, mainly, in the methods by which each hopes to 
achieve the common goal. The trade unions properly so-called 
are restricted in membership to skilled workmen, those, namely, 
who have a particular trade and follow it. The Knights of 
Labor, on the other hand, include the unskilled as well as the 
skilled, and in so doing endeavor to gather into their ranks 
labor in whatever form it may be found. The idea of vocation 
is practically ignored. This broader organization shows the 
increasing complexity of the labor problem, and is evidence of 
the truth that if one grade of artisans is to be effectually bet- 
tered in its economic condition, it must be in common with 
and not by the exclusion of fellow-workingmen of lower rank. 
The invention of new machinery, the improvement in technical 
processes, and the consequent extension of division of labor 
and changes in methods of manufacture in many employments 
have all tended to diminish the requirement of special skill 
with the result that unskilled labor, which is always abundant, is 
likely at any time to be called upon and put to work, like part 
of the machine, at a particular step in the process which has 
been rendered comparatively simple. The founders of the 
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Knights of Labor perceived this tendency and in the plan of 
organization as adopted at Philadelphia in 1869 sought in the 
scheme of admission to membership a means of meeting it. 
The order has now within its ranks men of all classes, farmers as 
well as mechanics. It has been much appreciated by female 
workers, for whom it has always claimed equal rights in matters 
relating to their employment, and it has proved a boon to the 
negroes of the South, who have been at all times eligible for 
membership, and who are in nowise discriminated against. The 
general measures favored by the Knights of Labor are much in 
accord with those demanded by the American Federation of 
Labor. There is a strong opposition to the contract system on 
national, state, and municipal work, a desire to gain a reduction 
in the hours of labor to eight per day, and an increase where 
possible of the rate of wages. They are opposed to the hiring 
out of convict labor and to the importation of foreign labor 
under contract. They favor the compulsory attendance at 
school of children between the ages of seven and fifteen years, 
and the prohibition of the employment of child labor. They 
advocate government control of all telegraphs, telephones, and 
railroads, and look for the day when established codperative 
institutions will tend to supersede the wage-system. 

The local societies of the Knights of Labor are called assem- 
blies. These may be composed entirely of men of one trade or 
of those following various pursuits. Above the local are the 
district assemblies, based sometimes on geographical, and at 
others on trade, distinctions. Some of the local bodies are not 
included in any district, but are directly subordinate to the 
highest authority, the general assembly. This is a delegate 
body, or congress, representing the entire order. While the 
local assemblies may represent different trades and callings in . 
life, they are bound in certain particulars by one uniform sys- 
tem of laws and regulations, their ritual and proceedings being 
the same in all parts of the country. While in some cases room 
is provided within the order for separate trade unions with their 
own rules and regulations, these are subject, nevertheless, to the 
general assembly. The American Federation of Labor, on the 
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other hand, is a federation of various orders dissimilar in their 
methods of organization, and having no common constitution or 
laws. The general assembly of the Knights of Labor is com- 
posed of delegates from its subordinate branches, but the 
annual national convention of the American Federation of 
Labor consists of delegates from its affiliated societies. Each 
affiliated society, however, has its own government distinct from 
the government of the national convention. 

Mr. Wright has discovered in the American Railway Union 
formed in Chicago in 1893 an organization worthy of compari- 
son with the Knights of Labor and the American Federation’ 
of Labor. Its exceedingly rapid growth and its importance as a 
compact organization of all classes of railway employees makes 
it a most important factor in the labor world. It is composed 
of a general union made up of a board of directors and local 
unions .instituted under the jurisdiction of the general order. 
Judged by this method of organization it does not appear to 
differ materially from the large national organizations. Its dis- 
tinctive feature is the attempted union of all railway employees 
under one jurisdiction, and this is precisely what a complete 
national organization seeks. Transportation facilities being what 
they are today the number of railway employees is exceedingly 
large, and the character of their employment in many instances 
very dissimilar. This has rendered possible national organization 
among particular groups, as, for example, the engineers, conduc- 
tors or switchmen. The American Railway Union is a federation 
in so much as it combines the adied organizations of employees 
of one great branch of industry, but unlike the American Federa- 
tion of Labor or the Knights of Labor it does not consist of 
organizations of different trades, in which their true federal char- 
acter consists. The American Railway Union bears out the 
tendency found to exist in national bodies, that, namely, of 
including within their ranks many allied trades, and like some of 
the others it has effected an alliance of allied organizations. As 
such it is a remarkable development of a particular type; still it 


* Industrial Evolution of the United States, by CARROLL D. WRIGHT (1895), p. 260. 
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does not appear to embrace any new or higher form of organiza- 
tion. 

Brief mention must still be made of other associations 
designed to protect and advance the interests of workingmen, 
and which have influenced to a considerable degree their attitude 
towards industrial problems. These associations connect them- 
selves only indirectly or incidentally with the trade-union move- 
ment and viewed in the light of their relation to it may be 
grouped under three heads: (1) those associations which are 
modeled more or less directly on the trade-union type of organ- 
ization but which embrace in their membership a class other than 
those usually found in trade unions; (2) organizations which at 
one time in their history exerted a powerful influence on the 
organizing of labor and were instrumental in paving the way for 
future operations, but which proved to have only a transitory 
existence and have perished; (3) associations of workers com- 
posed largely of members of trade unions, but which are in fact 
political bodies. 

The most important association falling within the first group 
is that known as the Patrons of Husbandry, or more familiarly 
as the Grangers. The order was founded in December 1867, 
and was an attempt to organize the farming community for the 
protection of their interests. Its membership as a consequence 
was composed of independent farmers, and not, like the trade 
unions, of employees. The parallel to the trade union, however, 
is clearly traceable in the structural organization. The local 
units are called granges, these are united in state granges, and 
over these again is the national grange. Buta curious difference 
exists in the historical development. The national grange was 
the first organized, and from it were granted the charters to 
subordinate local bodies. In the case of the trade unions, they 
were well organized locally before the national bodies were 
formed, and these in turn preceded the federation. The plan 
of granting charters to subordinate unions was adopted, how- 
ever, after the national organizations were formed. The aims of 


the Patrons of Husbandry are somewhat general and indefinite. 
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In their “ Declaration of Purposes” the hope is expressed that 
the organization may foster a better understanding and codép- 
eration among its members, all “systems” tending to prodi- 
gality and bankruptcy are discountenanced, as, for example, 
the credit system, the mortgage system, and the fashion system. 
Litigation is to be avoided and as a substitute the members are 
requested to seek arbitration in the grange. The tyranny of 
monopolies is to be opposed and a proper appreciation of the 
abilities of women acknowledged by admission to the privileges 
of full membership. A connection has been formed in several 
states between the Patrons of Husbandry and the Knights of 
Labor, where their mutual interests in city and country can be 
best protected. In some instances rural assemblies of the 
Knights of Labor have been organized. The Farmers’ Alliance 
is another important organization among members of the rural 
community ; it is chiefly political in its nature. 

There is a large number of organizations which have been 
prominent at one time or another. Excepting such as were 
limited in their field of operation and noting only those which 
were intended to be far reaching, the National Labor Union, 
organized in 1867, appears to be the first of importance. It ° 
was the same body which had been formed the year before as 
the National Labor Party which in turn had been the result of 
a national congress secured through a call from the trades 
assemblies in New York and Baltimore. An extract from the 
preamble to the constitution of the National Labor Party is 
most instructive as indicating the precise condition of labor at 
the time and the need for some higher form of organization. It 
also bears out what has been alréady said in reference to the 
order of trade-union development. “Hitherto,” so reads the 
preamble, ‘“‘the highest form labor association has taken is the 
national union of some of our trades. Between these organiza- 
tions, however, there has been no sympathetic or systematic 
connection, no codperative effort, no working for the attainment 
of a common end, the want of which has been experienced for 
many years by every craft and calling.” Here was the cry for 
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federation, and the National Labor Union sought to answer it. 
Had the organization when formed held to its purpose as thus 
stated, it would doubtless have had a continuous existence. 
But it sold its birthright to political intriguers, and the last 
heard of it was in 1872 at which date it held a convention at 
Columbus, Ohio. 

In 1869 an order known as the Knights of St. Crispin was 
established on an international basis. Its brief history is inter- 
esting both on account of the proportions it assumed in the 
period of its existence, and also because in its structural arrange- 
ment it anticipated the later forms of complete organization. 
The local unions were known as lodges, these were joined together 
in state or provincial grand lodges, which in turn were repre- 
sented in the international grand lodge, the supreme power of 
the order. A separate branch composed of women was called 
the Daughters of St. Crispin. The order gained its strongest 
hold among the boot and shoe makers, but the crisis of 1873 
marked the beginning of its decay. Internal dissension more 
than anything else led to its final extinction within a few years. 

The International Labor Union of America was organized in 
1877. Its influence was never great, though at one time it had 
branches in seventeen states of the Union. Its aims were chiefly 
those in common with the larger federations of today. The 
methods by which it was proposed to secure them make it of 
interest in the trade-union development. These methods are 
set out in the declaration of principles as follows: (1) The 
formation of an amalgamated union of laborers, so that mem- 
bers of any calling can combine under a central head and form 
a part of the amalgamated trades unions; (2) the organization 
of all workingmen in their trades unions and the creation of 
such unions where none exist ; (3) the national and international 
amalgamation of all labor unions.”” The scheme was a good 
one, and, as we have seen, has since been adopted by the Amer- 
ican Federation of Labor. Its workings under the original 
body, however, were not successful and the International Labor 
Union of 1877 expired after a brief existence. 
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An organization of interest as illustrating the ambitious 
attempts made by wage-earners to combine their forces on all 
sides, was the International Workingmen’s Association which was 
formed in Europe in 1863, and which held international con- 
gresses in some of the leading industrial centers. During 1870 
and 1871 this organization commenced to form branches in the 
United States, claiming that the hitherto disconnected move- 
ments of the several countries had effected but little for the 
‘emancipation of the working classes.’’ It provided for annual 
congresses and a general council, in addition to which there were 
federal councils or committees and local societies. The under- 
taking was too large, and, possibly also, too much in advance of 
the times. As a consequence its existence in this country was 
very short. There are at present a few foreign trade societies 
which have members in America; these, however, exercise little, 
if any, influence on the trade-union development here. 

Under the third group of organizations, namely, the political, 
might be placed a list dating continuously from the first quarter 
of the century down to the present time. In the period prior to 
the Civil War are to be found many instances of workingmen’s 
parties, mechanics’ leagues, reform labor associations, and the 
like. Most of these were confined to the larger cities or indi- 
vidual states, and not unfrequently did they direct the greater 
part of their energies towards securing the passage of some one 
particular law. The election of a “labor candidate” during this 
early period was not an uncommon thing. 

Passing over the many minor political bodies, it may be said 
that the most distinctively political labor organization of today 
is the Socialist Labor Party. Its leaders are for the most part 
disciples of Carl Marx, and they look to the establishment of a 
political party which will lead to the control of government by 
the wage-labor class. In their plan of campaign an effort is 
made to work through existing organizations and for this reason 
the trade unions and the Knights of Labor are eagerly sought 
after as a means to an end. The party is fairly well organized 
throughout the United States and Canada, and its propaganda is 
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already a feature in most electoral contests. Just where to draw 
the line between the political and the distinctively trade aspects 
of many of the larger labor associations is becoming yearly a more 
difficult task. Next to internal dissension no other single factor 
has been so ruinous to successful association among working- 
men as political intrigue, and for this reason the wisest leaders 
have always deprecated the introduction of politics into their 
unions or trades assemblies. 

Such are the lines along which trade-union organization in 
America has developed. This organization is still far from 
being in any sense complete, and the accounts which one reads 
daily of disturbances within the ranks show that even yet the 
movement has not lost the constantly fluctuating or checkered 
aspect which has been a characteristic since its inception. To 
whole masses of workers anything like organization is still 
wanting, and the stage has not as yet been passed when years of 
commercial or industrial panic have ceased to add their quota to 
the number by breaking up in some cases hitherto organized 
groups. In this age when there is a tendency, especially among 
large sections of workingmen, to seek for better conditions along 
new and somewhat radical lines, and a parallel tendency to “cry 
down”’ old and existing institutions, laborers will do well to 
consider what these older organizations have accomplished in the 
past, what their more perfect development promises for the 
future, and what are the reasons which should lead them at this 
particular time to accept or reject a plan of social and industrial 
betterment which never before has had more reasonable oppor- 
tunities or better facilities for ultimate success. 

How the trade union has developed within itself, what diffi- 
culties it has had to encounter, and with what measure of success 
it has overcome them; what it has done for the members in the 
past and what inducements it holds out to others for the future, 
is shown by the life history of the oldest national union in 
existence, the Typographical, which merits separate presenta- 
tion. W. L. Mackenzie Kine. 
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ENGLAND’S DOMINANT INDUSTRIAL POSITION. 


From the dawn of history England has been destined to play the 
leading part in industrial development, so soon as the world-market 
embraced the entire globe. Her pre-eminence in industrial and social 
evolution is due primarily to her position of natural advantage among 
modern commercial nations. 

The expression, “from the dawn of history,” has been used with 
intent. Primeval Britain was part of a great continent extending to 
Iceland and Greenland. Even in the (geologically speaking) com- 
paratively recent Pleistocene age the British Isles were a part of the 
continent of Europe, the English rivers joined the Rhine, the Elbe 
and others to make a mighty stream flowing into the North Atlantic 
Ocean* (see Map I). The separation of the British Isles from the 
mainland by “the narrow streak of silver” known as the Straits of 
Dover, has altered the history of the world and the destiny of nations. 
When the elements declared peace at the close of the Pleistocene age 
England came into the heritage of the “favored nation clause,” but the 
claim could not be made good until the expansion of the world in the 
fifteenth century. To realize the altered relations of England to 
civilization we must project ourselves into the Mediterranean world of 
the Ptolemaic geography, which represented the known world down 
to the close of the fifteenth century. Medizval civilization was almost 
wholly confined to the European area accessible to the Mediterranean 
Sea. The world powers were all located there. Scandinavia was 
unknown. Germany, the Netherlands, and Britain were not to be 
compared with Italy, France, and the Iberian peninsula. The expro- 
priation of Europe having reached its limit under the known indus- 
trial methods the far East was the goal of wealth seekers. The Medi- 
terranean nations possessed the advantage of location and profited by 
it. The isolated position of the British Isles, actually at the end of the 
world, is admirably shown in Ptolemy’s map of the world. Even the 
Indian Ocean is of vastly greater importance than the Atlantic. Bear- 
ing in mind the ignorance of the virtues of the magnetic needle and 


* DAWKINS, Zarly Man in Britain, p. 151. 
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the difficulties attendant on venturing into the open and unknown 
sea, we are not surprised that the contour of the British Isles was not 
Better known. It is but another evidence of their insignificance. 
The Mediterranean nations were destined, however, to forfeit their 
tiatural advantages. In 1498 the Cape of Good Hope route to India 
was discovered. In 1515 the Turks fell on Egypt and blocked the only 
remaining land route to the East. The latter event was almost as 
important as the former, since it stimulated the development of the 
sea route to India. The position of natural advantage in relation 
to the new route was enjoyed by Spain and Portugal. The energies 
of the former were, however, being directed elsewhere. For a long 
time the Portuguese, under the benediction of the pope, monopolized 
the trade with India. There was a force at work, however, more 
powerful than the benediction of a pope. The plucky Hollanders, 
progressive, independent, liberal, improved the art of navigation, 
traded freely with all nations, and finally supplanted the Portuguese 
in the East. This is an interesting illustration of the play of forces 
atthistime. The slight advantages of position and possession enjoyed 
by Portugal are overcome by the Netherlands through the superiority 
gf the latter nation. Supremacy, as we shall see in a more important 
éase, inevitably passes into the hands of the northern nations, but 
character is not always to triumph over geography. 

' Meanwhile the destiny of nations was not being settled in the far 
East but in the unknown West. The early precedence of Spain in the 

iscovery and settlement of the New World was not due merely to her 
advantage of position between the Mediterranean and the Atlantic, 
nor to the accident of Columbus’ subsidy, but to the favoring ocean 
currents and prevailing winds. The prevailing winds are from the 
hortheast, and the ocean currents sweep away from the Eastern Hemi- 
sphere, off the Iberian peninsula toward the.Gulf of Mexico and South 
America. Once having reached the West Indies, Florida, Mexico, 
South America, colonists were favored by a mild climate, which enabled 
them to sustain life easily, and to furnish temporarily an enormous 
advantage to the mother country. It was not possible, however, for 
this advantage to endure, for these-colonists, enervated by a too favor- 
able climate, succumbed to the more vigorous immigrants peopling 
the less hospitable shores, after the analogy of the victorious northern 
nations of the old country. 

France, Holland and England, ignoring currents and winds, took 
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advantage of the shortness of the modern route, and settled largely in 
accordance with isothermal lines. The immediate disadvantage but 
ultimate benefit to the latter nations lay in establishing colonies where 
effort was needed to maintain an existence, but at the same time where 
effort was rewarded by more than an existence, a comfortable liveli- 
hood in an invigorating climate. In general contour and coast line 
North America resembles Europe. Great navigable rivers flow to the 
sea, giving today ports of entry a thousand miles from the ocean. 
The land which England was to colonize was as much superior to the 
lands selected (involuntarily) by the Spanish as England is to Spain.’ 
The climatic conditions of North America resembled those of these 
colonizing nations. The same plants and cereals grew there. The 
grains which had made energetic aborigines were supplemented 
by domestic animals, whose absence had kept the natives in the 
nomad state. With these advantages the cultivation of the relatively 
barren soil along the North Atlantic coast was not impossible, though 
sufficiently difficult to prove a selective agency in determining the 
character of the colonists.* Their power to labor was their chief source 
of strength. The climatic conditions produced only such diseases of 
men and cattle as were already known to the settlers, so that remedies 
were at hand, which was not true in the case of the Spanish settlers. 
These were, however, all deferred advantages. The palm at first 
seemed to belong to Spain, as is well shown by maps of the period. 
A map drawn by Johannes Schoener in 1520 locates America all below 
the equator, except the islands, Cuba, the Antilles and others, opposite 
Spain, and an island under the Arctic circle on a parallel with Iceland. 
A map of the year 1540 represents South America in much its present 
known form, but North America is a long peninsula, of which Yucatan 
and Mexico, Cuba and Florida are substantially correct, but the north- 
ern part tapers off northeasterly (having a width from east to west for 
the most part of only a few hundred miles) not far from Iceland. 
While these advantages of precedence were being overcome by 
natural causes in the New World similar forces were at work in the 
Old. The only nations to whom the conquest of the New World was 
possible were gradually eliminated by the character of the people or 
the location of the land until the contest was narrowed totwo. Loca- 
* LEROY-BEAULIEU, De /a colonisation chez les peuples modernes (Paris, 1891). 


*SHALER, History of the United States, vol. i. chaps. i, ii. 
3LELEWEL, Geographie du moyen age (Brussels, 1850), plate xliv. 
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tion was favorable to Spain and Portugal as well as to Holland and 
England. The two former were handicapped by the character of 
their colonies and their peoples. The superstitious, ill-governed 
Spanish and Portuguese were no worthy rivals for the individualistic, 
enterprising, protestant communities of the Netherlands and England, 
who were in some measure capable of self-government and who had 
been subjected to the clarifying influence of the Renaissance. The 
conflict is reduced to the Netherlands and England. It is unnecessary 
to go into the details of history any more here than in the former 
cases. England won by her geographical advantages. Freedom from 
war, guaranteed by the Channel, and easy access to the globe dis- 
counted the superiority of the Dutch in government and personal 
character." These latter qualities were proof against Holland’s mil- 
itant conqueror, Spain, but had to yield the supremacy to commer- 
cially favored Britain. 

England’s natural advantages were two: geographic and geolog- 
ical. As was first pointed out by Sir John Herschel, “If we describe 
a great circle round London, which at the present time is, in fact, the 
great focus of attraction for the commerce of the whole world, almost 
all the continental surface* surrounding the basin of the Atlantic, 


rendering it almost an inland sea, will fall within this hemisphere.”? 
Within this great inland sea, London enjoys a position more favorable 
than that occupied by Venice when she commanded the commerce of 
the Mediterranean. Not only does the bulk of the land of the world 
surround the Atlantic Ocean with the British Isles in the center, but 
the greatest mountain ranges of the world in Asia, Africa, North and 
South America shut these continents off to some extent from the 


Pacific Ocean and help to complete the confined nature of the Atlantic 
hemisphere. Asa result of these mountainous barriers, most of the 
great navigable rivers of the two hemispheres flow directly or indi- 
rectly into the Atlantic, bringing London and the British Isles not 
merely into contact with the seaports of the various countries, but also 
with the inland towns in the regions drained by these rivers. The 
Atlantic Ocean became the great highway of the world and all routes 
led to London (see Map II). 


*D. CAMPBELL, 7he Puritan in Holland, England, and America, vol. i. 

* Sixteen-seventeenths of the land surface of the globe, the land in this hemi- 
sphere being 47 million square miles as against five million in the other, one-half the 
entire hemisphere in the one case, one-twentieth in the other. 

3RECLuS, Zhe Earth (London, 1886), p. 36. 
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This supreme advantage might, however, have been overbalanced 
by numerous minor advantages possessed by other lands. We have 
seen, though, that the Netherlands formed England’s only serious 
rival. Another could, by virtue of location, have been found in Ire- 
land, but, in addition to the racial superiority of the inhabitants, 
England’s mountains enable her land to be drained toward Europe, 
whereas Ireland’s highlands are rather hindrances than aids to com- 
merce, so that, as one consequence, none of her five chief ports can 
claim superiority. The protecting channel was a further advantage 
of England over the Netherlands. The channel furnished a better 
means of commercial communication than Holland’s frontier, while 
proving an effectual defense against invasion, which latter factor, it 
will be remembered, played a large part in subordinating the Nether- 
lands. 

The value of a bounteous but reticent nature has been alluded to 
as important in national development. The two rival countries were 
each favored by an inevitable struggle with natural forces, Holland 
contending with the sea, and England with a variety of elements. 

Hardly less important than geographical location in the commer- 
cial development of Britain is geological formation. The configura- 
tion of the English coast line is one of the important factors in her 
commercial ascendancy. A straight line drawn along the east coast 
measures about 350 miles, along the west coast about the same, along 
the south 320, making a total of 1000 miles; “but so deeply is the 
coast indented that the total length of coast line is about 2400 miles — 
that is, one mile of coast to twenty-two square miles of surface. This 
great proportion of coast line is still more apparent when we compare 
England with the two great commercial nations of the continent— 
France, which has one mile of coast to seventy-nine square miles of 
surface, and Germany, which has a very much smaller proportion.” * 
The number of excellent harbors is scarcely less remarkable than the 
indentations in the coast. Allusion has already been made to the 
relief of the land. It slopes gently toward the southeast, making 
many of the rivers navigable for a relatively great distance. At the 
same time the location of the mountains has an important effect in 
making the climate equable by controlling the moisture and winds. 
England, of course, shares with western Europe the advantage of the 
influence of the Gulf Stream, the contrast with countries in the same 

* The World (Longmans), p. 100. 
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latitude, ¢. g., Labrador, on the west shore of the Atlantic, being most 
marked. Nature has again been very generous in shaping the surface 
of the land. “England is distinguished among all the countries of 
Europe for the great variety of geological formations. It is the very 
paradise of the geologists, for it may be said to be in itself an epitome 
of the geology of almost the whole of Europe, and of much of Asia 
and America Whatever may be the mineral riches of America 
or Australia, the British Isles remain the most productive mining 
country in the world.”* The mineral wealth is not only great, but a 
large variety of rocks lie quite near the surface, so that it was literally 
necessary only to scratch the ground to produce wealth. 

This England, blest above all her sisters, slowly and painfully sub- 
dued Nature, who was destined to be her slave. ‘It remained even at 
the close of Roman rule an ‘isle of blowing woodland,’ a wild and 
half reclaimed country, the bulk of whose surface was occupied by for- 
est and waste. The rich and lower soil of the river valleys, indeed, 
which is now the favorite home of agriculture, had in the earliest times 
been densely covered with primeval scrub.”* The climate was much 
more disagreeable than now.’ The impassable forests of Surrey, Kent, 
and Sussex, the marshes of Lincoln, Cambridge, and Norfolk have 
become gardens. The unseen veins of coal in Lancashire, Durham, 
and South Wales have made possible the British Empire. But until 
the expansion of the world these treasures were unappreciated. Eng- 
land was pre-eminently insular. The first effort of the Englishman 
was naturally directed to the development of the superficial advantages 
of his country, with such happy results that until the middle of the 
eighteenth century England was dominantly pastoral and agricultural. 
The exports of minerals and manufactures previous to the modern 
commercial era, while not to be ignored, were distinctly insignificant 
as compared with the importance of agriculture, and another enterprise 
intimately connected with the soil, wool raising. ‘To the Ghent and 
Bruges of the Middle Ages, England stood in the same relation as the 
Australian colonies hold to the Leeds and Bradford of our own day. 
The sheep which grazed over the wide, uninclosed pasture lands of the 
island formed a great part of the wealth of England, and that wealth 
dependeé entirely on the flourishing trade with the Flemish towns in 


*RECLUus, The British Isles (ed. by RAVENSTEIN), pp. 7, 8. 
?GREEN, The Making of England,§ 8. See, also, map. 
3GIBBINS, Jndustry in England (London, 1896), p. 18, and map, p. 65. 
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which English wool was converted into cloth.”* From prehistoric 
times England had been in communication with continental peoples, 
but her position was always one of passivity. Commerce was in the 
hands of Venetians or the Hansa towns, or the Spanish or Portu- 
guese or the Dutch. The development even of domestic manufactures 
was due to the immigration of skilled artisans into England, as a result 
of religious persecutions. The “nation of tradesmen”’ was innocent 
of the very elements of trading. Under Edward VI, in the middle of 
the sixteenth century, “it was enacted that whoever should buy any 
corn or grain with intent to sell it again should for the first fault suffer 
two months’ imprisonment and forfeit the value of the corn; for the 
second, six months’ imprisonment and forfeit double the value of the 
corn ; for the third, be set in the pillory, suffer imprisonment during 
the king’s pleasure, and forfeit all his goods and chattels.”* Insular 
in commerce the people were also insular in mind and manners. 
“She had originated nothing of her own. Satirists held that English- 
men fetched their dress and external accomplishments from foreign 
nations. ‘I think,’ says Portia in the Merchant of Venice of her Eng- 
lish lover, ‘he bought his doublet in Italy, his round hose in France, 
his bonnet in Germany, and his behavior everywhere.’”’° 

Observe the transformation wrought by Columbus and his fellow 
adventurers. The immediate, tangible result of the era of discoveries 
was the creation of a world-market. The control of this market, as we 
have seen, finally rested in the hands of the English. Spanish arma- 
das, navigation acts, piratical expeditions are mere incidents; often, it 
is true, very discreditable incidents, but still subordinate to the great 
dominant feature of natural advantage. The first great benefit to Eng- 
land of this position of advantage was that she gained command of 
the carrying trade of the world’s commerce. It was a great achieve- 
ment of a hitherto uncommercial nation to become “ mistress of the 
seas,” but she was to enjoy an even higher position and to give a 
greater interpretation to her maritime dominance. Added to her 
favored position she had the internal, but undeveloped, advantages 
already mentioned. These enabled her to supplant not merely the 
ships of other nations, but their cargoes. 

*GARDINER and MULLINGER, /ntroduction to the Study of English History (Lon- 
don, 1894), p. 86. 

? ADAM SMITH, Wealth of Nations (Globe ed.), p. 412. 

3GARDINER and MULLINGER, p. 124. 
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England has developed this world-market, often at the expense 
of primitive nations, but on the whole to the advantage of her present 
rivals. The methods which she adopted in the eighteenth century to 
supply this market were those used since then by all industrial nations 
—cheapened production and distribution. The new continents were 
an outlet for the population of the European states. The New World 
furnished food in superabundance for a growing population, but they 
had to look to the Old World for clothes and many other simple neces- 
saries. Toclothe these colonists Englishmen wore rags. “Cheap and 
expeditious” were the methods adopted. The demand of the world 
was pressing. England occupied the favored position. For half a 
century she gave herself to the task of clothing the New World. What 
wonder, then, that multitudes in England were forgotten and went 
unclothed. The rapidity with which mechanical improvements were 
introduced, the transformation effected in methods of production by 
the introduction of steam, the development of a magnificent system of 
roads, the building of canals, and finally the construction of railways, 
altered the face of England. In 1688 the agriculturists probably out- 
numbered those engaged in trade and commerce four to one. Between 
1811 and 1831 the increase in agricultural families was 214 per cent., 


in manufacturing and trading families 3134 per cent. The independ- 
ent yeomanry, who were supposed to have numbered 180,000 at the 
beginning of the eighteenth century, had all but disappeared at its 
close. 


The beginning of the marvelous series of mechanical inventions 
seems to have been with Kay’s fly shuttle, which doubled the rapidity 
of the process of weaving, aggravating an already present difficulty, 
the insufficiency of the supply of cotton yarn to meet the demand. 
Hargreaves relieved this by inventing in 1764 the spinning jenny. A 
single spinner could soon spin at once more than a hundred threads. 
Arkwright and his assistants introduced and improved roller spinning 
in 1769. Cartwright’s power loom, introduced in 1785, and the appli- 
cation of steam made in 1790, enabled a man and five children to do as 
much as thirty men in the old way. It is to be observed that the first 
industrial expansion took place in an entirely new industry, the cotton 
manufacture, which was exempt from the restrictive legislation and 
hampering traditions which applied to the existing industries. Once 
more geography and geology play their parts; the fine port of Liver- 
pool gave access to the coal region of Lancashire, so that American 
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cotton could readily reach the first great modern industrial center. In 
1766 the process of converting pig iron into malleable iron was first 
accomplished by means of coal in a reverberatory furnace, thus reliev- 
ing the nearly exhausted English forests and providing the machinery 
for the new industries. A puddling furnace was patterned in 1783. 
Under George III, 452 acts were passed for repairing the highways. 
Between 1818 and 1829, 1000 miles of turnpike were constructed. In 
1761 the first canal was built. By 1792 London was connected with 
all the midland towns by excellent roads and canals." 

The results of these revolutionary changes were a shifting of the 
population from the south to the north of England and from the coun- 
try to the rapidly growing cities ; and the introduction of highly special- 
ized division of labor with its consequences of great factories, employ- 
ment of women and children, long hours, low wages, ignorant foremen, 
careless and conscienceless proprietors. Great and pressing problems 
began to accumulate; overcrowding in cities, unemployment, pauper- 
ism, unsanitary conditions, illiteracy, intemperance and a host of others. 
These too were the legacy of nature. No man was responsible for 
their creation, whoever might have been charged with their continu- 
ance. The industrial revolution had come upon a nation unprepared 
for its consequences, because the accident of position thrust a relatively 
insignificant people into the leadership of a world-wide commerce and 
the government of the world’s largest and greatest empire. How the 
nation has grappled with these problems is beginning to be appre- 
ciated. Their successful and unsuccessful solutions will prove invalu- 
able to us and other nations where the same problems are develop- 
ing, if we frankly recognize that England was inevitably the forerunner 
in these industrial and social changes and consequently must be pos- 
sessed of the valuable knowledge which comes only from experience. 

The one power which can take away from England her precedence 
is the annihilation of distance. The encroachments of the less favored 
nations may be explained by the fact that location has ceased to have 

*For accounts of! the industrial revolution, see TOYNBEE, /ndusirial Revolution; 
LEcKY, England in the Eighteenth Century; GisBins, Jndustry in England; Hos- 
SON, The Evolution of Modern Capitalism; CUNNINGHAM, Growth of English Industry 
and Commerce, vol. ii; SCHULZE-GAEVERNITZ, Social Peace and The Cotton Industry. 
Good brief sketches are TOYNBEE’s address on “ Industry and Democracy” (in /ndus- 
trial Revolution), and H.C. ADAMs’ An J/nterpretation of the Social Movements of Our 
Time (Church Social Union, Boston). The literature is so extensive that it seems 
unnecessary to enter into further detail here. 
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the prime significance which it possessed in previous centuries. The 
three great inventions whereby the genius of man has been able to bring 
the extremes of this globe nearer together than were the distant parts 
of medizval civilization were successively appropriated by England to 
strengthen her position of natural advantage. The magnetic needle in 
the fifteenth century gave her ships command of the world’s com- 
merce. Steam in the eighteenth century, coupled with her geological 
and geographical superiority, gave her the first position in industry. 
Electricity in this century has for a time enabled her to maintain the 
solidarity of the British Empire, the evidences of which cause every 
foreign visitor to the city of London to marvel. But electricity, by 
its annihilation of distance, has been friendly to England’s competi- 
tors, and even the New World advances by this latest invention into the 
field of rivalry. The chief contemporary evidence of Britain’s having 
made the best use of all the auxiliaries of commerce lies in the fact 
that she alone has been able to maintain a system of free trade. The 
growing protectionist sentiment is a testimony to the loss of some of 
the advantages of her position. 

The bands of which electricity is one of the chief, which knit the 
great world powers closer together, may ultimately eliminate the 


Chauvinism which fears to learn from one’s elders and natural supe- 
riors. In the meanwhile a just appreciation of some of the irresisti- 
ble forces of nature may help our frail human judgments. England 
is the mother of modern social reforms as of the industrial revolution. 
We fly in the face of nature when we refuse to learn of her. 


CHARLES ZUEBLIN. 
THE UNIVERSITY OF CHICAGO. 





NOTES. 


FRANCIS AMASA WALKER. 


THE unexpected and depressing news of the death of Francis A. 
Walker, January 5, 1897, must have brought to every brother econ- 
omist in this country a feeling of irreparable loss. His life and career 
have been coterminous with the development of economic teaching 
arid investigation in the United States, and his cheery, sympathetic, 
and tactful disposition made friends even of those who might have 
disagreed with his economic conclusions. No other American econ- 
omist was so widely known as he, both at home and abroad. Without 
eloquence, he was a forceful and attractive speaker ; gifted with excep- 
tional executive ability and knowledge of men, his projects always 
commanded a full measure of success; and his suggestive mind threw 
a new light on whatever subject he discussed. Even though it some- 


times gave a subject an appearance of greater simplicity than it really 
possessed, his literary style was conspicuously free from obscurity. 
He wrote much, and wrote easily. In view of the pressing executive 
duties of his later years, it is surprising that he should have found 
time to deal at length with abstruse subjects requiring laborious 
research. 


Having been born in Boston, Mass., July 2, 1840, he has died 
at the early age of fifty-six years and six months, in the midst of 
his mature productiveness. His father, Amasa Walker, a professor of 
political economy and author of Zhe Science of Wealth (Boston, 
1866) furnished an environment directing the son to those subjects in 
which he afterwards so far surpassed his parent. Graduated from 
Amherst College in 1860, he studied law in the office of Messrs. 
Devens & Hoar in Worcester, Mass., until the outbreak of the 
Civil War. Then came a part of his career which afterwards gave a 
peculiar interest and charm to his personal intercourse with friends. 
Enlisting as sergeant-major in the 15th Massachusetts Regiment, com- 
manded by Colonel Devens, he soon became captain on the staff of 
General Couch; and then, in rapid succession, major, lieutenant- 
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colonel, brevet-colonel, and brigadier-general, serving on the staffs 
of Generals Humphreys, Warren, and Hancock. His long connection 
with the famous Second Corps and General Hancock made him the 
fit author in recent years of the History of the Second Army Corps 
(1886), and the Life of General Hancock (1894). His was, however, 
no play-at-soldiering; in May 1863 he was severely wounded at 
Chancellorsville ; and at Reams Station (August 24, 1864) he was cap- 
tured in a gap between our lines by a southern scout in a federal uni- 
form, taken within the southern lines, and later confined for some time 
in Libby prison. 

At the close of the war he taught the classics in Williston Seminary, 
at East Hampton; then in 1868 joined the editorial staff of the 
Springfield Repudlican for a short time; accepted the appointment as 
Chief of the Bureau of Statistics at Washington, remaining in that 
post from January 16, 1869 to February 8, 1870, and the next year 
superintended the taking of the national census of 1870. General 
Walker’s executive and organizing ability practically revolutionized 
our statistical methods; indeed, it may be said that until his time we 
had had no scientific and trustworthy statistics of any extent. To 
the list of his statistical works should be added the volumes of the 
census of 1870, and many of those in 1880. The Statistical Atlas of 
the United States (Julius Bien & Co., New York), founded on the census 
material of 1870, and brought out by General Walker in 1874, was a 
revelation of the capacity of graphic representation, and a monumental 
record of economic phenomena. In 1871, in addition to other duties, 
he became Commissioner of Indian Affairs, which led to his book, 
The Indian Question (Boston, 1874). 

Although he resigned his office in 1872 to take the chair of Polit- 
ical Economy and History in the Sheffield Scientific School of Yale 
College, he was chief of the Bureau of Awards of the Philadelphia 
Exposition in 1876; in 1879 he organized the census of 1880; 
lectured at Johns Hopkins University on “Money” in 1878; and was 
one of the commissioners from the United States to the International 
Monetary Conference at Paris in 1878. In 1881 he resigned the posi- 
tions he held at Washington and New Haven to accept the presidency 
of the Massachusetts Institute of Technology in Boston, which he held 
until his death. In 1882, he was chosen president of the American 
Statistical Association; in 1886, president of the American Economic 
Association, where he found support for his strong objections against 
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laissez faire. He was also a member of the International Institute of 
Statistics, correspondent of the Institute of France, honorary fellow 
of the Royal Statistical Society, and a member of many other societies. 
The degree of LL.D. had been given him by such universities as Har- 
vard, Yale, Columbia, Glasgow, Dublin and Edinburgh (the latter in 
the summer of 1896). 

His scholarly reputation, however, depends upon his economic 
writings. Fearless and uncompromising in his beliefs, there is no 
difficulty in defining his attitude on the great debatable questions of 
political economy. With characteristic enterprise he dashed straight 
into the unsettled problems of wages and money. First attacking 
the then generally accepted views of the “wages question” with an 
article in the orth American Review in January 1875, he issued his 
first important book in 1876, entitled Zhe Wages Question: a Treatise 
on Wages and the Wages Class (New York: Holt, 8vo. pp. vi+ 428). 
Therein, he opposed the claim that wages were paid out of a wages- 
fund, or that wages depended upon the amount of capital; urging, 
on the other hand, that wages were paid out of product. At this time, 
however, his theory of distribution was probably not fully worked 
out. He had not then developed his theory of the entrepreneur nor 
of interest; and hence the omission to give a theory for the allotment 
of the other shares in production produced the impression of destruc- 
tive, but not of constructive, work. The larger task was taken up 
when in 1883 he published his Political Economy (New York: Holt. 
8vo. pp. ii+ 490). Having rejected the principle that wages were 
determined by the reciprocal play between the amount of capital 
offered and the number of laborers competing for capital, he offered a 
constructive theory for wages, rent, interest and the entrepreneur. 
Here are to be found the main contributions General Walker has made 
to economic discussion. Accepting the Ricardian law of rent, he 
found a general principle of demand and supply regulating interest 
(the weakest part of his system), a theory like rent determining the 
share of the entrepreneur by the difference between the earnings of the 
better and the no-profits-entrepreneur, — thus leaving the laborer as the 
residual claimant to the remaining portion of the product. His method 
of approaching the subject was new. He saw the omission of earlier 
writers to allow the proper weight to the influence of productiveness 
on the distributive shares; but he no longer saw any common force 
acting reciprocally on the shares of labor and capital within the vary- 
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ing amount of productiveness. In 1887, these general doctrines were 
fully revised in his Political Economy: Advanced Course (New York: 
Holt, 8vo. pp. viii+537); while the large work was abridged for 
colleges in his Briefer Course (ibid., pp. viii+ 415, 1884); and for 
schools in his First Lessons in Political Economy (ibid., 12mo. pp. 
x + 332, 1889). To General Walker students are deeply indebted for 
directing attention to important considerations affecting wages and 
the entrepreneur ; and even though his particular conclusions may not 
be accepted by all, certainly every reader must have been struck by the 
suggestiveness which he introduced into every subject he touched, and 
theoretical political economy must hereafter be treated differently from 
what it would have been if General Walker had never lived and written. 

To a much larger public General Walker was most familiarly 
associated with the treatment of monetary questions. His first large 
volume on Money (1877), prepared before the resumption of specie 
payments or the passage of the Bland-Allison Act of 1878, was a gen- 
eral treatise on metallic and paper money. In his Money in its Rela- 
tions to Trade and Industry (1879) he developed his views in favor of 
bimetallism, mainly based on the belief that falling prices were due to 
the constriction produced by an insufficient gold supply. In numer- 
ous magazine articles (given below) and quite recently in the last 
volume published before his death, Jnternational Bimetallism, he 
made clear his belief in the quantity theory of money as a regu- 
lator of prices. His theory of the value of paper money, under 
the name of seigniorage (see his Political Economy), was a corollary 
of Ricardo’s quantity theory in its strict interpretation. He is 
the foremost advocate in the United States, on scientific grounds, 
of international bimetallism. But in his latest volume just mentioned 
he took occasion to say: ‘“ Though a bimetallist, of the international 
type, to the very center of my being, I have ever considered the efforts 
made by this country, for itself alone, to rehabilitate silver as preju- 
dicial equally to our own national interests and to the cause of true 
international bimetallism ” (Preface, p. iv). 

The exceptional vogue obtained by Henry George’s writing drew 
from General Walker’s pen Zand and Rent (Boston: Little, Brown 
& Co., 12mo. pp. vi+232, 1883), in which he avowed himself on the 
doctrine of rent “a Ricardian of the Ricardians,” and refers to George 
as “a writer who deliberately proposes that government shall confis- 
cate the entire value of landed property, without compensation to 
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those who, under the express sanction and encouragement of govern- 
ment itself, have inherited or bought their estates Every hon- 
est man will resent such a proposition as an insult” (p. vi). 

As regards economic method, General Walker, while amiably con- 
sorting with eager advocates of the historical method, did not accept 
their views, but unreservedly adopted from Cairnes the logical method 
followed by most English economists. ‘“‘The best statement known 
to me,” he says, “ of the true scope of economic inquiry is that given 
by Professor Cairnes” (Political Economy, p. 12). 

In a certain sense, General Walker represented the American spirit 
quite interestingly. In his recent utterances on protectionism (Quar- 
terly Journal of Economics, April 1890) he made it clear that, while he 
admitted the logical soundness of the principles of free trade, he 
favored in practice a policy of moderate protection. His sympathy 
with men of all shades of belief led him to try to find a basis of com- 
promise with them in many subjects of a political character. Indeed, 
politics had no small attraction for his nature. 

Himself belonging to the type of “the captain of industry” to 
which he calls especial attention in his theoretical writing, he excelled 
as an executive officer and administrator. For this reason he not only 
revolutionized the statistical methods of the census, and founded his 
reputation as a statistician on an enduring basis, but he made the 
Massachusetts Institute of Technology the superior of any other insti- 
tution of its kind in this country. His great success in executive work 
proved its attractiveness to his mind; and also accounts, perhaps, for 
the fact that engrossing occupations of this kind prevented him from 
giving time enough to the literature and study of abstruse questions of 
theory to give warrant that his contributions to economics will be 
permanently incorporated into the accepted body of science in the 
future. The careful student has discovered that, while offering bril- 
liant suggestions, General Walker had not reasoned out his views 
thoroughly into a consistent whole. 
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J. LAURENCE LAUGHLIN. 


THE general public have not fully realized, in our judgment, the 
important services rendered to the Bureau of Statistics of the Treasury 
Department by the intelligent, accurate, and scientific methods intro- 
duced and maintained by Mr. Worthington C. Ford. The graphic 
representations of the constituents of the currency, and of the treas- 


ury balances in the Monthly Summaries of Finance and Commerce, 
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are beautiful examples of cartography. These, however, are not the 
only reasons for admiration of the recent work of this bureau. Mr. 
Ford’s correction of enormous errors in the figures of exports and 
imports has long been well known and appreciated. Such work is the 
result of the selection, for a technical office, of a man because of his 
special training and not because of political services. 


Tue French Chambers will be called upon during the present ses- 
sion to take action on the question of extending the charter of the 
Bank of France, which expires by limitation at the end of the present 
year. The minister of finance has already laid before the deputies a 
scheme for a renewal of the privileges of the bank for a further period 
of twenty-three years ending with the year 1920. The main features 
of this scheme follow very closely the lines of the unsuccessful pray- 
ect of 1891, which it will be remembered was withdrawn by the minis- 
try for fear of defeat. Whether the presént measure will stand any 
better chances of success is rendered at least doubtful by the absence 
of any substantial concessions either to the demands of the friends 
of free banking or to those of the socialists. 

The most important provisions of the ministerial proposition, other 
than those looking to an increase in the number of the bank’s branches 
and an increase in the services which the bank is to render as an agent 
of the treasury, are: an annual bonus equal to one-eighth of the 
rate of discount on the productive circulation of the bank, the cessation 
of interest charges on the advances made by the bank to the state 
(aggregating, together with a new advance of 40 million francs con- 
templated in the prosect, 180 million francs); and, lastly, an increase in 
the maximum limit of the bank’s note circulation to five billion francs. 


SINCE 1890 the movement to this country of securities held abroad 
was for a time very marked. Their sale here depressed the prices of 
securities in our markets, and added to the weight of the blow 
inflicted by the panic of 1893 on the value of bonds and stocks. 
Moreover, the proceeds of sales of the securities returned to us-had to 
be remitted abroad either by bills of exchange based on an excess 
of exports, or by shipments of gold. In 1892 the excess of 
exports of merchandise was large, and consequently very little gold 
was shipped. In 1893 an excess of exports was changed into an excess 





238 JOURNAL OF POLITICAL ECONOMY 


of imports ; hence gold was sent out to the amount of $87,506,463. 
In 1894, the excess of merchandise exports rose to $237,145,950 ; hence 
the gold exports fell again to almost nothing. In short, this country 
was suffering from the necessity of economizing in its purchases during 
a time of depression, and of stimulating the production of goods to be 
exported which would meet a debit in our financial account. 


THE period of our economizing has been continued through 1896, 
with the result that foreigners are now in debt to us for exports which 
they have been obliged to take from us. The extent and effect of 
this movement in 1896 has been quite unparalleled in our commercial 
history. Never before in our history have the exports of merchandise 
shown an excess equal to the $325,322,184 of 1896. We have been 
working hard in a time of great depression, and expending little; for 
the imports were 200 million dollars less than in 1892. This is a most 
healthy condition of international trade, and provides a sound basis 
for future improvement. At.a time when capital is skeptical of invest- 
ment, we are actually putting the rest of the world in debt to us, and 
preparing the way for the coming of more foreign capital to be 
employed in our industries. When confidence returns, there will be 
no lack of capital seeking investment here. 


THE decision at the polls in the elections of last November in favor 
of the preservation of the existing gold standard, taken with the extraor- 
dinary movement of exports, has had an effective influence in rais- 
ing the net gold reserve of the treasury to about 145 million dollars. 
The failure of the crops in Argentine and India and the consequent 
increased demand for our breadstuffs from Europe had as a result not 
merely the rise in prices which benefited owners of these products, but 
it also aided in creating the enormous excess of exports. It is to be 
noted, however, that this phenomenal excess is caused not only by the 
movement of breadstuffs, but by that of manufactured goods as well. 
This is a significant matter, worthy of careful observation. The treas- 
ury, therefore, owes its increased gold reserve to the excess of exports 
thus created ; and it has retained here our own gold product, in addition 
to an excess of gold imports of $46,023,594 due us from abroad. And 
inasmuch as our disturbed securities have ceased to come back, the 
payment on the financial account requires gold. 
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Ir is interesting, however, to note that this supply of gold has 
come into the treasury not by those methods which indicate a per- 
manent return of confidence in our standard or in our monetary sit- 
uation. Attention has previously been called in these pages to the 
action of the business community as illustrating its confidence, or dis- 
trust, in the existing situation. If it were believed that gold payments 
were permanently assured by the treasury, the banks would freely pay 
gold for custom dues, knowing that, in the unbroken circle of pay- 
ments from the treasury to the public, the gold would come back to 
them. There is no reason for stopping the flow of gold into the 
treasury, if there is a certainty of its release and activity. The statis- 
tics of receipts by the New York custom house disclose that this cer- 
tainty is not yet believed in by those most conversant with the 
monetary situation. From August 1895, and all through 1896, the 
treasury has received absolutely no supply of gold from customs-dues, 
which in the past have been reckoned as its necessary mainstay in 
maintaining its gold reserve. 

The gold, being superabundant, has been deposited with the treas- 
ury mainly in return for United States notes (greenbacks). But these 
notes are immediately returned to the treasury for customs-dues, the 
percentage of receipts of United States notes at New York rising as 
high as 73.8 (September 1896). Indeed, the treasury is now receiv- 
ing only United States notes and silver certificates ; but, on the other 
hand, no gold nor gold certificates, and practically no treasury notes 
of 1890. The rise of the treasury gold reserve, therefore, is a mere 
accident due to the favorable condition of our international trade ; and 
is not due to any permanent improvement in our currency situation. 
Any change which would upturn our trade conditions would restore to 
us the vexations as to the maintenance of the gold reserve by the 
treasury. 


REcORD should be made of the very important conference of the 
business interests of the country at Indianapolis on January 12, 1897, 
upon monetary reform. In many respects it marks an epoch in our 
history ; for no such non-partisan body of such high intelligence and 
power has ever before assembled for the purpose of correcting our 
monetary difficulties. Its membership was made up of delegates chosen 
by chambers of commerce, boards of trade, or commercial bodies, from 
the principal cities in all parts of the country. Its conclusions, there- 
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fore, could have had no:bias due to sectional or political motives. The 
final action taken was as follows: 


This convention declares that it has become absolutely necessary that a 
consistent, straightforward, and deliberately planned monetary system shall be 
inaugurated, the fundamental basis of which should be: 

First, that the present gold standard should be maintained. 

Second, that steps should be taken to insure the ultimate retirement of all 
classes of United States notes by a gradual and steady process, and so as 
to avoid injurious contraction of the currency, or disturbance of the business 
interests of the country, and, until such retirement, provision should be made 
for a separation of the revenue and note-issue departments of the treasury. 

Third, that a banking system be provided which should furnish credit 
facilities to every portion of the country and a safe and elastic circulation, and 
especially with a view of securing such a distribution of the loanable capital 
of the country as will tend to equalize the rates of interest in all parts thereof. 
For the purpose of effectively promoting the above objects : 

Resolved, That fifteen members of this convention be appointed by the 
chairman to act as an executive committee while this convention is not in 
session, with full powers of this convention. The executive committee shall 
have the power to increase its membership to any number not exceeding forty- 
five, and five members thereof shall at all times constitute a quorum of said 
committee. 

The executive committee shall have special charge of solicitation, receipt, 
and disbursement of contributions voluntarily made for all purposes; shall 
have power to call this convention together again when and where it may 
seem best to said committee to do so, and said committee shall continue in 
office with power to fill vacancies until discharged at a future meeting of this 
convention. 

Resolved, That it shall be the duty of this executive committee to endeavor 
to procure at the special session of Congress, which it is understood will be 
called in March next, legislation calling for the appointment of a monetary 
commission by the President to consider the entire question, and to report to 
Congress at the earliest day possible. 

Or, failing to secure the above legislation, they are hereby authorized and 
empowered to select a commission of eleven members, according to the rules 
and plans set forth in the suggestions submitted to the convention by Mr. 
Hanna, of Indianapolis, as follows : 

ARTICLE 1. The commission shall consist of eleven members, to be named 
by the executive committee appointed by this convention. The executive 
committee shall have power to fill vacancies in the commission, as they may 


occur. 
ARTICLE 2. The first meeting of the commission shall be held at a time 
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and place to be designated by the executive committee of this convention 
in a call to be issued therefor; and, at such meeting the commission shall 
organize by the election of such officers and the adoption of such rules and 
by-laws for its own government as may be agreed, by a majority of its mem- 
bers; and thereafter it shall be governed by such rules and by-laws subject 
to these articles. 

ARTICLE 3. All rules and by-laws of the commission and all its proceed- 
ings shall be directed toward the accomplishment of the objects of its creation, 
which is to make a thorough investigation of the monetary affairs and needs 
of this country, in all relations and aspects, and to make appropriate sugges- 
tions as to any evils found to exist, and the remedies therefor; and no limit is 
placed upon the scope of such inquiry or the manner of conducting the same, 
excepting only that the expenses thereof shall not exceed the sums set apart 
for such purpose by the executive committee. 

ARTICLE 4. The executive committee of this convention shall use so much 
of the voluntary contributions made to it as may be available for that purpose, 
to defray all necessary expenses of the commission, and shall notify the com- 
mission from time to time of the amount so available, in order that it may 
regulate its expenditures accordingly, and no liability shall attach to said 
committee, or to this convention, beyond the amount so notified. 

ARTICLE 5. When the labors of this commission have been completed as 
far as practicable, the executive committee, if it deems it advisable, shall 
issue a call to bring this convention together again at a time and place desig- 
nated in such call; and at the meeting so convened the commission shall 
make report of its doings and suggestions in such manner and form as it shall 
deem best adapted to present the same to this convention and its members 
for action; and if legislation is deemed advisable, shall accompany such 
report with a draft of such bill, or bills, providing for such legislation. 

Resolved, That all resolutions and communications as to methods of cur- 
tency reform which have been presented to this convention, be referred to 
such commission when formed. 


SPECIE RESUMPTION IN RUSSIA. 


THE issue of the ukase in February 1897, adopting the scheme of 
Finance Minister Witte, is the end of a series of events running back to 
1843, and mainly concerns the redemption in specie of Russian paper 
money. The present paper money dates from the “credit-ruble” of 
1843, which, until very recently, has been the obligatory tender for all 
debts. In theory these paper rubles were redeemable, on demand, in 
specie (then silver), but in fact they have never been so redeemed. 
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The fundamental difficulty connected with the depreciation of 
Russian paper money is to be found in the same confusion of mind 
which our own financiers manifested in 1861-2, when our green- 
backs were issued. This was the inability to separate fiscal from 
monetary functions; the standard of payments and the media of 
exchange were thrown into dire confusion owing to the error of 
supposing that borrowing could be rightly effected by upturning 
the money standard. The standard in which prices are expressed 
should not be tampered with, especially if business certainty and pros- 
perity are to be desired ; hence, when a government wishes to borrow, 
it is senseless to do that very thing which interrupts business prosperity 
and destroys its general credit. The Russians are learning their les- 
son by experience. After the establishment of the state bank (May 
31, 1860), which is intimately associated with and controlled by the 
government, Lamanski urged, as a special departure in his proposed 
reforms, that the state should forever renounce the issue of notes fot 
fiscal necessities, as a condition precedent to redeeming the notes. 

In every case, however, temptation proved too great. In the 
Crimean War the evil of borrowing through issues of notes swelled the 
quantity of paper money; again, in 1863, when there was fear of inter- 
vention in Poland ; and especially in the Russo-Turkish War of 1877-8. 
In the statements accompanying proposed reforms in 1894, it was dis- 
covered that only 87 million rubles of the extra issues (417 million 
rubles) of 1877-8 had been destroyed. And August 16, 1895, the 
total paper circulation stood at 1,121,300,000 rubles. 

The problem of the redemption of this inconvertible paper was as 
much a fiscal as a monetary problem. There must be obtained the 
means to pay off demand debts just as any other kind of debts; and 
it must be firmly established that the quantity of paper should not be 
determined by the accidents of foreign diplomacy or treasury needs. 
A certain quantity of the medium of exchange was needed for a given 
sum of transactions; and this should not be fixed by the needs of the 
treasury, which should properly be supplied by taxation and legitimate 
borrowing. 

With the improvement of public credit and the cessation of deficits 
came an increase of specie reserves. By the consolidated loans of 
1868-1875 the reserves had increased to 229.4 million rubles (of 
which only 28.3 millions were silver). After 1873 the imperial bank 
protected itself from receiving silver at its old value; and as silver fell 
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it could not come back into use or fill up reserves. In other words, 
Russia, like Italy, by the fact of having inconvertible paper money in 
' and about 1873, and no considerable sums of silver on hand (as had 
France), escaped any possible loss or anxiety from the fall in the value 
of silver. 

In consequence of this attitude the public naturally associated the 
possibility of future redemption —be that possibility faint or certain — 
of the paper with gold rather than silver. The paper had depreciated ; 
but, as in Austria, its value was wholly disconnected from the value of 
silver. Hence silver might fall below the gold value of the paper (as it 
did in Austria). But the ultimate value of the paper depended on the 
chances of redemption in gold; and the depreciation to 6024 copecks 
in 1886 showed this expectation to be slight. As the gold reserves 
increased, the notes rose in value (as, for example, in 1875). 

Inasmuch as the paper ruble, more or less depreciated, had been 
the standard of prices and business engagements for so many years, 
any definite plan of resumption first required a settlement (as in the 
Valuta-Regulierung of Austria in 1892) of the rate at which the paper 
should be redeemed in gold. In the plan of Finance Minister Witte, 
just adopted, the paper had been rated at two-thirds of its face value 
in gold. The old gold coins were the imperial (10 rubles) and half- 
imperial (5 rubles); the imperial containing 12.09039 grams of gold 
fy fine. The old gold ruble was equal to 77.18 cents of United 
States gold coin. By the new law the new gold ruble is reduced by 
one-third of its value to bring it to equality with the current value of 
the paper. ruble, and hence the new gold ruble is worth 51.45 cents, 
in United States gold coin. Of course, gold contracts entered into 
before resumption are to be settled in the proportion of one and one- 
half of the new gold rubles to one of the old gold rubles. 

The old silver ruble (of 19.995 grams, or 308.571 grains) was 
worth, October 1, 1895, in United States gold coin, only 38.9 cents. 
The holders of paper money receive a higher value by this new scheme 
than if the redemption had been in silver. Silver, however, has been 
retained by M. Witte, but only for subsidiary coins, being a legal 
tender for not more than fifty rubles. 

The metallic resources of the treasury (including those of the bank) 
on June 30, 1895, were reckoned at 580.8 million rubles, of which 
only 4,660,000 rubles were silver. Thus, with a reserve equal to 
about one-half of the total paper circulation, the experiment of redemp- 
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tion ought to succeed. In 1895 the government had already per- 
mitted gold to be used in domestic transactions. Inasmuch as the 
measure was opposed by a majority of the state council it has become 
a law by imperial decree. Yet it seems to have the opposition of 
economists and financiers at home. By the rapid acquisition of gold 
in recent years Russia has outstripped Austria-Hungary, and has been 
the first to reach the actual redemption of her paper money in gold. 
It does not mean, however, that Russia has changed from the double 
to the single gold standard, only that she has changed from her old 
régime of paper (originally to be redeemed in silver) to a gold basis. 
L. 


THE TAXATION OF EXPRESS, TELEGRAPH, AND TELE.- 
PHONE COMPANIES IN OHIO. 


On the 1st of February the Supreme Court of the United States 
handed down a decision in the Ohio and Indiana tax cases that is 
destined to mark a new era in the taxation of corporations doing an 
interstate business. It is one of the most important judgments ren- 
dered by the court in many years, as it vastly extends the power of 


state legislatures over interstate corporations. And if the court is not 
ready to discriminate in favor of partnerships and individuals it is 
difficult to see why the ruling of the court should not also be made to 
apply to them when they are engaged in interstate commerce. This 
adjudication comes as a surprise from the court which two years ago 
handed down the decision in the federal income-tax cases. 

By this judgment there is established as valid a new principle of 
taxation—that of valuation of the property of corporations for pur- 
poses of taxation on the basis of capital stock. Under the acts of the 
General Assembly of the State of Ohio passed April 17, 1893, and May 
10, 1894, express, telegraph, and telephone companies are taxed in 
three different ways: (1) on their real estate, (2) upon their gross 
receipts on business done within the state, (3) they are additionally 
assessed by a state board. This Board of Appraisers consists of the 
auditor, treasurer, and attorney-general. By the Act of May 10, 1894, 
all persons and companies engaged in express, telephone, and tele- 
graph business are required to report annually to the Board of Apprais- 
ers; the reports to show the length of lines operated, value of stock, 
and earnings for the preceding year. Upon these statements as 4 
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basis the board fixes the taxable values of the property possessed and 
distributes this among the counties gro rata of the length of line con- 
tained. Under this new law the rate of taxation and the method of 
collecting the taxes do not differ from those of the ordinary taxes 
levied in the state. The innovation appears in the manner of apprais- 
ing the property affected by the law, namely, the property of express, 
telegraph, and telephone companies. To this assessment the com- 
panies took exception, contending that the law provided a special 
method of taxing particular property, and was therefore unconstitu- 
tional. For the three years in question the state board increased the 
valuation of property assessed under this law from $289,862 to 
$4,249,702. 

The cases were decided in favor of the state, Chief Justice Fuller 
delivering the opinion of the court. He did not deliver his opinion 
in writing, contenting himself with the oral announcement that the 
decision of the court below had been affirmed. The court was almost 
evenly divided in opinion upon the cases, the vote being five to four 
in favor of sustaining the decision of the lower court. Mr. Justice 
White delivered the dissenting opinion; he was supported by Mr. 
Justice Harlan, Mr. Justice Brown, and Mr. Justice Field. 

The Chief Justice also delivered the decree of the court in the 
Indiana cases, which involved the extent of the taxing power of the 
state as applied to express and telegraph companies in Indiana. The 
cases involved the validity of the state law of 1893, which empowers 
the State Board of Tax Commissioners to assess taxation other than that 
of a local nature upon express, telephone, telegraph, palace-car, sleep- 
ing-car, dining-car, and fast-freight companies. As the questions 
involved were similar te those settled in the Ohio cases the law was 
upheld. GEORGE G. TUNELL. 


GOLD AND SILVER IN TERMS OF COMMODITIES. 


Price being a ratio between money and commodities, changes of 
price may result from causes affecting either money or commodities. 
But, for the time being, we may omit all consideration of changes 
arising from commodities (such as diminished cost of production); in 
that case the purchasing power of gold and silver in terms of com- 
modities may be represented by lines based on figures obtained from the 
usual tables of prices. These may be obtained by the following formule : 
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100 
Index No. of prices of goods © 

Index No. of price of silver 
Index No. of prices of goods © 

In explanation of the first formula, it is seen that the values of gold 
and of commodities in tables of prices stand in the reciprocal ratio to 
each other. When goods are compared with gold as a standard, gold 
is assumed to remain unchanged, and fluctuations in the price ratio 
are trested as if they were assignable to commodities alone. £ con- 
verso, assuming goods to be the constant, gold may be compared with 
goods as a standard by taking the reciprocal of the index number 
given in tables of prices. 

As regards silver, the prices of both silver and goods have been 
given in terms of gold; therefore silver and goods may be compared 
with each other from the data in tables of prices. Since two things 
have had their movements recorded relatively to a common measure, 
we can express the movement relatively to each other by the ratios 
between their quoted numbers. The ratio of the index numbers of 
silver to the index number of goods will provide a number indicating 
the movement of silver relatively to goods as a constant. 

In this attempt Sauerbeck’s prices have been used, not that they 
contain so many articles as those of Soetbeer or Faulkner, nor because 
his prices are mainly those of extractive products, but simply in order 
to bring the comparison beyond 1890 and 1891, when the other tables 
end. Applying the formulz above to Sauerbeck’s tables, the follow- 
ing figures are obtained, and are the basis for the accompanying 
chart : 

Inasmuch as gold and silver have been, in fact, the standards in 
the past, this study enables us to see with unmistakable clearness that 
neither gold nor silver has preserved unchanged the purchasing 
power over goods which each possessed before the great discov- 
eries of gold and silver (beginning about 1850). The effect of the 
extraordinary increase in the production of gold appears in a fall in its 
value relatively to goods by 1853; and it does not recover this loss 
until 1883; while gold dragged silver down with it, as is shown by the 
general depression of both lines from 1853 to 1886. 

It is to be observed, moreover, that in the period from 1850 to 
1873 (when harmonious relations existed between gold and silver at 
most European mints) the two metals did not preserve at all times 
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equality of purchasing power over goods; from 1857 to 1873 silver 
could buy more goods than gold. 

A more detailed examination reveals the following facts relative to 
the stability of the two metals over long periods. From 1846 to 1895 
gold has increased its purchasing power 42.5 per cent., while the pur- 
chasing power of silver is less by 51.9 per cent. From 1846 to 1891, 
when the great fall in the value of silver began, the purchasing power 
of gold increased 23.7 per cent., while that of silver decreased 2.7 per 
cent. From 1873 to 1891 gold increased its power over commodities 
54-3 per cent., and silver also rose in value 21.5 percent. Taking the 
period 1873 to 1895 gold rose 79.1 per cent., while silver fell in pur- 
chasing power 13.7 per cent. Taking the entire period of fifty years, 
gold more nearly than silver possessed the same purchasing power in 
1895 which it had in 1846. Since 1873, however, the advantage lies 
with silver. A more important inquiry concerns the relative fluctua- 
tions from year to year. The fluctuations should be measured for gold 
and silver from their respective mean lines obtained by taking the 
averages of the entire list of index numbers for each metal, which are 
represented on the chart by the heavy dotted lines. It will be seen 
that, on the whole, after the first great fall, silver has been less vari- 
able than gold over the whole period. The sum of the fluctuations in 
the line of gold equals 349.5, those in the line of silver 170.8. 

After 1873, when looked at from the point of view of this study, 
we find both gold and silver showing marked divergences of purchas- 
ing power. Both metals have proved erratic in comparison with goods 
as a constant. Warning should here be given, however, as to false 
inferences from this chart, owing to the selection of goods as a con- 
stant, when, in truth, they do change in conditions of production. 
Hence a rise in the purchasing power of gold or silver may be due 
in reality to a fall in the cost of goods. But the chart shows us fully 
what in fact was the relation of gold and silver to goods, irrespective 
of the forces producing the resultant in these years. An unexpected 
sequence is the undeniable fact that from 1873 to 1886 silver gained 
very materially in purchasing power over goods; that is, it rose from 
about 74 to 97, or over 30 per cent., in these thirteen years following 
the action of Germany. This is unmistakable, wholly apart from the 
causes that produced it. 

Gold rose in its purchasing power over goods more than silver 
from 1873 to 1886; then fell; and in 1895 was about the same dis- 
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tance from the line of its departure in 1850 that silver was, except that 
gold was above and silver was below the line. Especially since 1873 
have the facts shown that neither gold nor silver has proved a perfect 
standard of payments, if perfection be reckoned in unchanging pur- 
chasing power over goods. 

These facts raise the fundamental questions as to the qualities 
obtainable in a standard. If the goods are not constant, but falling 
in value (while gold may be greatly increased in quantity by new dis- 
coveries), then it only proves that goods may have fallen farther than 
gold, giving the appearance that gold has risen, when both gold and 
goods had fallen relatively to some common standard. And if goods 
have fallen relatively to gold, and yet if silver has fallen still more it 
may seem as if goods had risen relatively to silver. These results take 
this character because all these figures are relative, and not absolute ; 
since price is a ratio between the money commodity and all other 
commodities. And since there is no one commodity unaffected by 
changes in its cost and supply there never can be found any satisfactory 
standard in any one article. Certainly neither gold nor silver has been 
found satisfactory. As between the two, however, if stability of pur- 
chasing power be the criterion, during the past fifty years silver, more 
nearly than gold, has satisfied the requirements of a perfect standard. 

The tables given above make it possible to find the value of a debt 
for any date expressed in commodities. For example, a debt of $1000 
contracted in gold in 1880 would be represented by 93.8 per cent.; in 
1890 by 114.8. Likewise a debt of $1000 in silver would be expressed 
by 82.4 per cent. in 1880, and by 91.8 in 1890. In other words, the 
gold debt expressed in terms of commodities has increased by 21 units, 
or 22.3 per cent.; the silver debt has increased by 9.4 units or 11.4 
percent. The problem of justice is to determine whether this unearned 
increment should go to the debtor or creditor, or should be divided 
between them. E. S. MEADE. 





BOOK REVIEWS. 


Lectures on Justice, Police, Revenue, and Arms, delivered in the Uni 
versity of Glasgow. By ADAM SmitH. Reported by a stu- 
dent in 1763. Edited, with introduction and notes, by 
Epwin Cannan. Oxford: Clarendon Press, 1896. 8vo. 
pp. Xxxix + 293. 

Tue discovery and publication (August 1896) of these lectures of 
Adam Smith are an event of considerable historical and literary, sci- 
entific and philosophical significance. The MS., bound in calf, was 
discovered by Mr. Charles C. Maconochie, advocate, Edinburgh, Scot- 
land, in a lumber room at Meadowbank (an estate possessed by his 
ancestors —lawyers of eminence in Scotland), in 1876. It seems to 
have been bought in 1811 by a J. H. Maconochie for the sum of one 
shilling and twopence, manuscript copies of a popular professor’s 
lectures, transcribed from students’ notebooks, being in those days often 
kept for sale in the booksellers’ shops. Mr. Cannan (now well known 
to the public as a writer on and student of economic theory) made the 
acquaintance of Mr. Maconochie in Oxford, and in the course of con- 
versation the name of Adam Smith was mentioned. Mr. Maconochie 
thereupon immediately said that he possessed a manuscript report of 
Adam Smith’s lectures on jurisprudence, which he regarded as of con- 
siderable interest. One can imagine what this statement must have 
meant to such a broad student and critic of the great economist as 
Mr.Cannan. Possibly these so-called lectures on jurisprudence might 
prove to contain the subject-matter of Adam Smith’s promised work 
on Justice and the effects of the arts and law and government on the 
progress of society—the third division of the well-known fourfold 
scheme under which Adam Smith, when a professor in Glasgow Uni- 
versity, treated of the subject of “ moral philosophy.” Adam Smith had 
promised such a work to the world in an oft-quoted passage towards 
the close of the Zheory of Moral Sentiments, but did not live to make 
good his promise, even insisting, a few days before his death, upon the 
destruction, without any examination, of all his manuscripts except 


that of the Wealth of Nations. 
250 
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The MS. in question is now before the world in a valuable setting 
constructed by the loving and discriminating care of Mr. Cannan. 
In point of fact, it does contain the basis of the promised work on 
Justice, and something more —something of an almost equal interest — 
the basis of the Wealth of Nations, to some extent worked out (prob- 
ably about 1762-3) before Adam Smith went to France and made the 
acquaintance of prominent members of the physiocratic school. From 
it we gain valuable information on the following important points: 
Adam Smith’s general philosophy of the state or society and its rela- 
tion to economic well-being, the actual growth of the Wealth of Nations 
itself in the light of Adam Smith’s own mental development as affected 
by his predecessors in England and his predecessors and contempo- 
raries in Europe, and the extent to which Adam Smith was or was not 
indebted to the physiocrats in particular. About all these three points 
there has been much intellectual warfare and taking of sides, much 
conjecture, much rash, dogmatic statement, much misunderstanding, 
much ignorance. With this manuscript before us and such recent work 
upon Adam Smith as is to be found in Mr. Cannan’s Theories of Pro- 
duction and Distribution in English Political Economy,* and Bonar’s 
Catalogue of Adam Smith's Library, and the classical statements of 
Dugald Stewart in the Zransactions of the Royal Society of Edinburgh, 
we have now all the data we shall probably ever have and probably 
really require for making out complete estimates of the intellectual work 
of Adam Smith, who stands now— after this, as before it, and always — 
in impressive proportions before the world as the world’s greatest 
economist, as the man (comparable in this respect to Kant in philoso- 
phy) whose work, with the investigation and discussion it has entailed 
and the vistas backwards and forwards it opens up, constitutes today 
and always will constitute the actual subject-matter of the science of 
political economy. One can see that Mr. Cannan’s own attitude to 
Adam Smith has gained in depth and breadth since the publication of 
his Theories etc., and cannot but at the same time admire the way in 
which he keeps within limits his enthusiasm for the master. In every 
way —so far as editing with fidelity, completeness and exactitude, and 
elucidation, and comment and aids to the student, and all other 
details and points of view are concerned — he has done his work admi- 
rably. This is only saying that it is worthy of Oxford and the Claren- 
don Press. 


* London, 1893. Reviewed in this JouRNAL, December 1893. 
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It is needless to raise here minute questions about the value of a 
copyist’s copy of a student’s report of a professor’s lectures, and about 
the loyalty to science being—after a hundred years—necessarily greater 
than piety to a great man’s last requests about the destruction of his 
manuscripts. Mr. Cannan, after investigation, considers that the pres- 
ent MS. is a fair copy, and that, from the paper and the text itself, the 
lectures were not delivered later than 1773, and consequently, since 
Adam Smith resigned his professorship in 1764, some time about 1762 
or 1763. The reception accorded, after scrutiny, by scholars to Mr. 
Cannan’s work is almost conclusive proof of the genuineness and value 
of the Lectures. 

The matter of the lectures consists of an introduction and five 
parts. The introduction contains two short sections. The first con- 
tains a definition of jurisprudence and mentions those “systems of 
note” upon this subject which a scholar like Adam Smith could not 
but mention before proceeding to expound to students his own “system” 
or systematic teaching. The second divides “jurisprudence” (“the 
theory of the general principles of law and government”) into a con- 
sideration of the five things, Justice, Police, Revenue, Arms, the Laws 
of Nations. These five things must be thought of in connection with 
the account of Adam Smith’s lectures which Dugald Stewart heard 
from John Millar, and which is repeated in nearly all histories of 
political economy of any pretensions to fullness of treatment. As 
even Ingram reminds us, “The teaching of political economy was in 
the Scottish universities associated with that of moral philosophy.” 
Adam Smith conceived the entire subject he was supposed to lecture 
upon as divisible into four heads, the first of which was natural theol- 
ogy, the second ethics, the third jurisprudence, and the fourth those 
“political regulations which are founded not upon the principle of jus- 
tice, but that of expediency”—this last division developing in his 
hands out of the lecture form into the Wealth of Nations, the subject- 
matter of which is now called political economy. The third and fourth 
divisions of his subject were regarded by Adam Smith as constituting 
one single body of doctrine, the “theory of the principles of law and 
government.” In the present volume of lectures before us, we have, 
then, what Adam Smith taught his students on this single body of doc- 
trine (comprising, to be specific, what we now call political economy, 
and what is now called, in the strict sense, jurisprudence). And the 
first remark to be made about it is that it gives us additional proof of 
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the absurdity and inaccuracy of regarding Adam Smith as in any sense 
of the word a dogmatist—a man who laid down without reflection or 
criticism a set of propositions about the economic development of 
mankind, or about economic science as the theory of that develop- 
ment. Adam Smith was both a philosopher and a scientific investi- 
gator and teacher. In the sense of having a comprehensive view of 
the whole of human knowledge and practice, and of being conscious 
of the relation of all departments of knowledge and practice to this 
whole, he is as much a philosopher as was Aristotle or Bacon. He did 
not, like Herbert Spencer, when a young man, outline for himself a 
certain number of volumes or treatises on the different manifestations 
of the laws that govern all (human) evolution. He had no one mere 
formula—as some willfully ignorant writers and teachers suppose— 
for all social and economic and moral well-being. He had in his 
thought a firm hold of the organic relation existing between cosmic 
law (or the law of God), the laws of nations, moral law, economic law, 
and the law of civilization or historical progress; and like Kant or 
Leibnitz he wrote and published in accordance with the necessities of 
the evolution of his own mind and his growing knowledge of the 
world and of humanity. To be sure his capital achievement is still to 
have suggested and partially worked out the application of a few fun- 
damental laws or principles to the economic or business life of men 
and communities, but the range of the operation of economic law was 
in his own mind firmly associated with, and consequently modified by, 
the operation of still broader law—the evolution of the principle of 
Justice in human affairs. Already from the reported scheme of Adam 
Smith’s lectures upon “moral philosophy” and from the hints in the 
Moral Sentiments and the Wealth of Nations did we know this, but we 
have in Mr. Cannan’s volume an outline of this very philosophy of 
Justice which enables us, better than anything else, to systematize his 
whole intellectual work. 

A word, however, on what we herein learn about the development 
of Adam Smith’s teaching on political economy. The results alone 
will be stated, and these largely as Mr. Cannan has made them appar- 
ent. The political-economy sections of the lectures are those on 
Police, Revenue, and Arms. The whole philosophy of prices and 
values and good and bad money, and consequently of exchange, 
seemed to Adam Smith (about 1750) to fall under the heading 
Police, “since the regulation of prices and the creation of money 
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by the state both came under the head of police, as the word was 
understood in his time.”” Year by year, however, this mere regulation 
and constitution of prices and values passed, in his mind, into the 
broader question of what constitutes opulence or wealth. His lectures 
on this subject, consequently, began to assume the form that is before us, 
a form that easily lends itself to an instructive comparison with the sub- 
ject-matter of the Wealth of Nations. Both the Lectures and the 
Wealth of Nations contain sections on the division of labor, money, 
prices, stock lent at interest, the progress of opulence in different 
nations, the mercantile system, revenue, arms, and the subject matter 
of these sections may roughly be said to correspond. There ts no trace, 
however, in the Lectures of the Wealth of Nations sections on the phys- 
iocrats, on wages, on profits, on rent ; no trace in general of the scheme 
of distribution set forth in the Wealth of Nations. Capital is not 
noticed in the Lectures, nor the “nature and employment of stock ;” 
nor is there any mention of that most fundamental distinction of the 
Wealth of Nations between productive and unproductive labor. 

When Adam Smith went to France, he made the acquaintance of 
the physiocrats with whom he doubtless discussed very fully the Zad/eau 
Economique of Quesnay, that fanciful, elaborate table with its idea of 
three sorts of expenses and their advances and distributions and effects. 
From it he seems to have acquired a more or less definite conception 
of labor set in motion by a particular kind of expenditure, and produc- 
ing an annual produce which is distributed into several large categories. 
Hence the origin of Book II of the Wealth of Nations, “Of the Nature, 
Accumulation and Employment of Stock.” And now comes the real 
point. If Adam Smith had thoroughly worked out the idea of labor 
being set in motion by the laying out of capital, and of production as 
logically determined by distribution, he would doubtless, as Mr. Can- 
nan points out, have placed the matter of Book II (Wealth of Nations) 
before Book I, especially, too, in view of the fact of the mention of ds- 
tribution in the title of Book I. But he did not thoroughly work out 
the subject of distribution. He came by the idea of the necessity of 
a scheme of distribution from the physiocrats, but his own philosophy 
of the production of wealth was already too far worked out to be alto- 
gether changed even by an important new idea. He seems to have 
thought that his own theory of prices and wages and profit and rent 
made a “very good theory of what the physiocrats called ‘distribu- 
tion,’” and thus been led to affix the present title of the Weadth of 
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Nations and to interpolate the passage about the whole produce being 
parcelled out and distributed as wages, profit, and rent. That is, the 
matter presented in the Lectures represents the portions of the Wealth 
of Nations that Adam Smith had already worked out before he went to 
France. He did get the idea of a philosophy of distribution from the 
physiocrats, but his own ideas on production and the division of labor 
and so on, were developed too far to be substantially changed. Mr. 
Cannan, in his previous book, did certainly a great service in pointing 
out the logical inconsistencies in the Wealth of Nations, in particular the 
weak way in which the subject of distribution (which we are led to expect 
to see discussed in a fundamental manner) is treated of — merely inter- 
polated, as it were, and presented as an offshoot of production. But the 
present Lectures show that Adam Smith, in virtue of his own native 
genius, working independently and almost unmethodically, in the 
“empirical” way that is the wont of “ British philosophers,” and with 
only the general loose philosophy of Mercantilism and possibly the work 
of Hutcheson (a predecessor in the Glasgow chair) as a starting point in 
economic philosophy, had already worked out substantially the greater 
part of the Wealth of Nations before he went to France. What he 
learned in France made him add some things to the notes he had for 
his great book, but did not make him substantially change that book. 
And so we need no longer exaggerate Adam Smith’s indebtedness 
to the physiocrats, despite Dupont de Nemours and Thorold Rogers 
and others, and despite the whole tribe of systematizers and interpret- 
ers in political economy, the whole tribe of writers who disparage the 
whole work of British economists by glibly remarking, out of a super- 
ficial acquaintance with the history of human thought, that Adam 
Smith’s whole doctrine of free enterprise and the natural creation and 
increase of wealth is simply the /azssez-faire, “state of nature” philoso- 
phy of French eighteenth-century writers. Mr. Cannan concludes that 
if the “ parallel” passages in the Wealth of Nations and the Reflections of 
Turgot were to be regarded as proving anything, they would prove that 
Turgot borrowed from Adam Smith, rather than Adam Smith from 
Turgot. In other words, we now know and can distinguish clearly 
from each other the British and the French influences that affected 
Adam Smith in the composition of the Wealth of Nations. And we 
can select almost with sureness portions of that work which show the 
growth of Adam Smith’s own mind and consequently the gradual 
formation of his teaching. Knowing all these things and the diffi- 
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culty of systematizing in any way such a vast amount of knowledge or 
semi-science as presented itself to Adam Smith’s mind, we should surely 
refrain from all mere surface criticism of the results he gave to the 
world. Perhaps Mr. Cannan himself would not have been in his former 
book so captious in seeking to involve Adam Smith in verbal and 
logical difficulties, had he had the manuscript, of which he is justly so 
proud, before him. For the thorough study of this manuscript and of 
all the questions relevant thereto, he deserves nothing but the highest 
praise. 

The lectures on Justice proper, the first part of this volume, give 
Adam Smith a foremost place among the great writers on jurispru- 
dence. There is the same breadth of conception in the treatment of 
this subject that characterizes the Wealth of Nations. Jurisprudence 
is declared to be “the science which inquires into the general prin- 
ciples which ought to be the foundation of the laws of all nations,” 
and the nature and creation of this science is conceived in relation to 
the whole course of human development. By relating his work to 
that of his great predecessors, Grotius, Hobbes, Puffendorf, the Baron 
de Cocceii, Adam Smith lays upon posterity the duty of examining 
what he says in connection with the classical development of juris- 
prudence. And his work bears comparison with those ‘‘Czsars” to 
whom he has “appealed.” What impresses the general student is the 
way in which Adam Smith puts forward both authority and utility as 
the principles “ which induce men to enter into a civil society.” The 
phrase “enter into society”’ indicates precisely the point of view from 
which he faced the problem of jurisprudence—that of answering 
Hobbes. Just as Adam Smith’s ethical philosophy of the human senti- 
ments places him in one of the many groups of ethical writers who tried 
to answer the question “Is man naturally selfish or unselfish ?” thrust 
upon ethical science by Hobbes and not solved until well on into the 
nineteenth century (by Spencer and Leslie Stephen and by the Comtists 
and Hegelians); so his jural philosophy seems to place him in the 
group of English writers (Locke, Blackstone) who, out of fear of the 
revolutionary consequences which seemed to be bound up with 
Hobbism, sought for principles other than that of a mere contract as 
the foundation of society. No doubt it is in connection with this general 
discussion of the philosophy of law and government that we must 
think of the work of Adam Smith. The scientific value of his expo- 
sition of rights, of domestic law and private law, must too, it would 
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seem, be estimated by comparison with what could, or could not, be 
laid down by way of dogmatic exposition on these topics in his day. 
We cannot expect a precision in regard to pure scientific jurisprudence 
which Sir Frederick Pollock informs us did not exist before Holland’s 
Elements of Jurisprudence. And the element of Adam Smith’s general 
philosophy of law which strikes the general student as important is just 
the general sobriety of his philosophy of civil society and the way it has 
of avoiding the pitfalls of the contract or state-of-nature theory. And 
then in a genetico-historical account of the different systems of polit- 
ical and social authority he gives us an account, which satisfies at once 
our reason and our sense for fact, of the general principles of law and 
order among men. 

If these Lectures on Justice were delivered about 1762 they 
must have been prepared some time before Rousseau’s Contrat Social 
appeared. Adam Smith here knows nothing of Rousseau’s teach- 
ing. He says: “The doctrine of an original contract is peculiar 
to Great Britain.” It is enough that another famous British writer, 
Burke, should have the glory of tearing to shreds the false philosophy 
of the French version of the contract theory of society. With a Scottish 
shrewdness of insight, Adam Smith simply sees Hobbism to be untrue, 
both in conception and in reality, about the foundation of society. 
There can, as he puts it, be no society without innate and underived 
authority ; and there is submission to law when a contract has never been 
thought of. ‘Government takes place where it was never thought of.” 
And in speaking of Puffendorf’s attempt to treat of the laws which would 
exist in a state of nature, Adam Smith says that this “serves no pur- 
pose,” as “there is no such state existing.”” He sees, just as Aristotle 
did, the state, and consequently law, to be a natural and rational 
evolution of human nature. The sections of the Lectures which 
sketch the operation of the principles of law and government in 
Europe are, as we have said, at once genetical—explanatory of some- 
thing that is a logical necessity —and historical. They are historical 
just as is the sketch (mentioned by Knies and others of the historical 
school) of the development of different forms of industry in the 
third book of the Wealth of Nations. It is needless, for these general 
and other reasons, to speak in detail of Smith’s exposition of justice. 
Enough has been said about it and about the Zectures in general to 
show how far Adam Smith was from being a dogmatist, an exponent 
of some one uncritical and uncriticised view of human economic or 
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social activity. The man had a complete “social philosophy,” if we 
are obliged to put matters in this way, and these Lectures establish the 
fact that the Wealth of Nations was written as illustrative of merely 
one phase of human activity — not the ultimate and only phase. And 
the originality of Adam Smith’s genius is more apparent after their 
perusal and after consideration of the facts and considerations they 
make apparent. What he learned in France was not enough to make 
him wholly recast what he had evolved as the natural result of the 
workings of his own independent, and great, original mind along the 
lines laid down for him largely by his British predecessors. 
WILLIAM CALDWELL. 
NORTHWESTERN UNIVERSITY. 


Dictionary of Political Economy. Edited by R. H. INGLIs Pat- 
GRAVE. Vol. II, F—M. New York: The Macmillan Com- 


pany, 1896. 8vo. pp. xvi+848. 


THis second volume of Mr. Palgrave’s dictionary has a mixed 
quality. There are here and there bits of admirable work by compe- 
tent authorities: such as “Free Banking” by C. F. Dunbar; the 
“ German School,” “Locke,” and“ Malthus” by J. Bonar ; “‘ Mirabeau” 
by H. Higgs; “Life Insurance” by G. King; “Gilds” by C. Gross; 
the “Italian School” by Achille Loria. But these are oases in much 
ordinary writing, and considerable poor work. As instances of defect- 
ive treatment might be cited the clumsy article on “ Free Coinage ;” 
the insular point of view in “Commercial Geography ;” the “Green- 
back ;”’ “Mutual Insurance ;” “Intensive Cultivation ;” and the quite 
inadequate article on “Interest,” which is only a discussion of Boehm- 
Bawerk. So much of the writing on important topics fundamental 
in political economy has been done, not by those most competent, but 
by unknown young men, that the dictionary lacks essentially the quali- 
ties which should make it authoritative. In fact one would go to these 
articles largely to get expressions of opinion by young and as yet 
untried men. It may be said that only these persons could be obtained 
for the largest part of the cyclopedic work; if so, was the scheme 
worth carrying out ? 

Good editing, supposedly, would have cut out of a dictionary of 
political economy such irrelevant topics as “Functions,” “Interna- 
tional Law,” “Jetsam and Flotsam,” “Jury,” “Charles Kingsley,” 
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“Knight’s Service,” ‘Martin Luther.” These legal and historical 
articles, if introduced at all, should have been accompanied by many 
others, or omitted altogether. Occasionally an entry like “‘ Good for 
Trade” has a touch of the absurd. 

There is lacking, moreover, in several cases, the judicial attitude 
of mind which sees all sides of a subject, and compels the appreciation 
of the unbiased. The articles are often treated from the point of view 
of extremists, as, for instance, the “ Historical School,” and “ Monomet- 
allism.” Yet it goes without saying that these articles convey much 
useful information. But as compared with the best German Handwor- 
terbuch, this dictionary appears to poor advantage. 

J. LauRENCE LAUGHLIN. 


A History of Banking tn all the Leading Nations. Compiled by thir- 
teen authors. Edited by the Editor of the Journal of Com- 
merce and Commercial Bulletin. In four volumes. New 
York: Journal of Commerce, 1896. Superroyal 8vo. Vol. 
I, A History of Banking in the United States. By WILLIAM 
GRAHAM SUMNER. Pp. xvi+485. 


THE same interest in our monetary reforms which has led to the 
endless series of small books on phases of the currency question, has 
also brought a newspaper to issue the largest and most expensive 
treatise on banking yet published. It is, however, a matter of regret 
that the one volume containing the most extensive and painstaking 
history of banking in the United States, now extant, cannot be pur- 
chased except as part of a monster work of four huge volumes. It will 
result from this that Professor Sumner’s monumental work will never 
be widely known, as it should be, and that it must be largely used as 
a book of reference. In my judginent this will act to prevent the 
expressed purpose of issuing the work: to educate our citizens to meet 
the great difficulties of our monetary policy. 

The death of John Jay Knox, leaving only an outline of banking 
history* for this country, left the field clear; and Professor Sumner 
has in this great volume gathered together in final form all that he has 
gleaned in the field of our early currency history, portions of which 
have appeared already in other writings. Here we have—not a history 


*See Rhode’s Journal of Banking, April-November 1892. 
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of paper money, but—a history of the two United States banks, and 
of the state banks to the Civil War. Although a brief final chapter on 
the national banking system is added, it does not correspond to the 
scale of treatment elsewhere adopted and is not comprehensive; so 
that the book is really the annals of banking to the Civil War (or to 
1863-4). And on the period from 1845-1860 the author announces 
some inadequacy of materials. Within these limits, however, no other 
volume exists which so fully treats the history of banking in this coun- 
try, and Professor Sumner has placed students under a great obliga- 
tion. 

In the materials belonging to the period from 1780-1845, the 
author has long been an industrious student ; and the session laws and 
documents have been conscientiously scrutinized. This work need 
not be done again. But one may properly raise the question as to 
the method of treatment. “Taken as a whole the treatment is chrono- 
logical ; itis not evolutional; for scarcely any genetic development can 
be traced.” From this point of view it is possible to dissent, in the © 
belief that the evolutional method may be more adapted to explain our 
unmistakable growth and to carry home to Americans the lessons of 
our past failures. To one who believes there has been an evolution in 
our banking history, there is an evident loss in the choice by the author 
of the following periods: 1630-1780, 1780-1812, 1812-1829, 1829- 
1832, 1829-1845, 1845-1863. To the author preferring the chrono- 
logical treatment, and assuming the making of a book of reference, 
such periods are as good as, or better than, any others. But for the 
purpose of explaining the present by the past, of understanding how 
we have come by our present banking methods, and of laying these 
causes and effects clearly before the public, the evolutional method is 
preferable. 

Moreover, one must differ from the author in believing that no 
“genetic development” can be traced. The present national bank- 
ing act is eloquent of the past; it is built out of timber hewn out in 
earlier decades; or—to change the figure—it has been a distinct 
growth out of lower forms of banking life. The crisis of 1837-1839 
marked an epoch in our banking growth, a shock from which a new 
consciousness sprang. It brought forth the system of free banking 
(in New York in 1838) and the very important remedy to the innocent 
noteholder by setting aside a special part of the resources as a protec- 
tion for note issues. And the national banking system is a direct 
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growth from this branch. And so we might go on; but it may be 
unnecessary to mention more than the system of redemption now 
existing as the development of the Suffolk bank system. From out of 
the Cimmerian darkness of the early state-bank methods we see a sys- 
tem grow in form until it has absolutely protected the noteholder. 

In another way, also, we have been evolving the new out of the 
old. So long as industrial life was scant and widely separated, the 
bank deposit and the check were little developed; but when, soon 
after 1853, cities increased and more rapid communication multiplied, 
the evolution of banking brought a development to the credit deposits 
wholly unknown before, and changed the whole character of the bank- 
ing problem. The public has not seen this; it is still keeping its eyes 
fastened upon the note issues, quite innocent of the fact that if issues 
were today forbidden to the national banks the country banks and 
the country communities would be the ones most disturbed, while the 
rich constituencies in the great cities would as now be entirely served 
by the most volatile of all mediums of exchange, the credit deposits, 
and practically not miss the national-bank note. 

These reflections upon Professor Sumner’s treatment of his subject, 
however, should not be regarded as in the slightest degree assailing 
the value and comprehensiveness of this important collection of facts. 
They are extremely accurate and extensive. It is true that additional 
study from other points of view may give us additional light. Proba- 
bly there are still more lessons to be learned from a study of the sec- 
ond United States bank, and some other parts of the history of this 
period. But here and now we have before us the annals of our bank- 
ing more fully and exhaustively displayed than ever before. 


The Standard of Value. By WitiiaAM LEIGHTON JoRDAN. Lon- 
don: Longmans, Green & Co., 1896. 12mo. pp. xxiv+187. 
Seventh edition. 


Tus book is written by an Englishman from the Bryan point of 
view. Believing practically in the double standard, he thinks the 
bimetallists have clouded the real issue (which is that between debtors 
and creditors) “by advocating the restoration of silver to the stand- 
ard only on condition of this being effected by joint action under 
international treaty with other nations.” He believes the English 
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mint could alone restore silver to its former price of about 60d. per 
ounce. It is a new edition of an old book, largely concerned with 
Lord Liverpool’s action in 1816. Although not written from the 
standpoint of scientific economics, it is vigorous, clear, and business- 


like. | 


Joint-Metallism. By Anson Puevps Stokes. Fifth edition, 
comprising Parts I, II, III, 1V, and V. New York: G. P. 
Putnam’s Sons, 1896. 8vo. pp. xxii+ 255. 


THE new matter in the latest edition of /Jotnt-Metallism consists of 
extracts from the Saratoga free-coinage debate of 1895, three letters to 
the Springfield Republican, and a brief article headed, “ After the Elec- 
tion, What?” Aside from these comparatively unimportant additions, 
the only change made is in bringing the statistical tables down to 
July 1, 1896, and adding one or two new tables to the appendix. 

For the rest, the book remains substantially what it was in the first 
edition, a disconnected series of letters to various daily papers. It has 
increased in bulk by accretion, but no attempt has been made to ren- 
der the discussion less desultory. Mr. Stokes seems to have a tender 
affection for the products of his pen that renders him incapable of 
recasting anything once printed, or of resisting the temptation to 
include in every new edition that appears whatever he has written since 
the last one. This is unfortunate for the book, because it precludes 
the possibility of much improvement. The criticisms passed upon 
the peculiar plan of coinage when /oint-Metailism was reviewed two 
years ago in this JouRNAL (Vol. III, pp. 372-375) are as applicable to 


the fifth as they were to the third edition. 
W. C. MITCHELL. 


Finanszwissenschaft. Erganzungsheft zum dritten Theil: Specielle 
Steuerlehre. By ADoLPH WaGneER. Leipzig: C. F. Winter’sche 
Verlagshandlung, 1896. 8vo. pp. 168. 

TxHouGH in form and title this latest work from the pen of Pro- 
fessor Wagner appears as a supplement, it makes, in fact, a complete 
and highly interesting volume by itself. Readers of Wagner will 
remember that it was a part of the author’s original plan of the Fimansz- 
wissenschaft to prepare the way for the practical treatment of taxation 
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by a careful examination of the leading tax systems of the present cen- 
tury. It has been an often repeated contention of Wagner that the 
science of taxation has been occupying itself too exclusively in our 
day with questions of general principle and ‘‘what-ought-to-be,” and 
taking too little note of the specific teachings of experience. Only 
such a reckoning with experience, he thought, would yield the requi- 
site materials for constructing a working theory of taxation applicable 
to actual conditions. It was under the guidance of this idea that 
Wagner set aside the third volume of his encyclopedic work for a 
comprehensive and detailed description of the leading tax systems. 
The great thoroughness and minuteness with which he went at this 
task, however, made it clear, as the successive installments of this vol- 
ume came from the press, that he would never be able to carry his 
original design to completion. For the volume, when finished, not- 
withstanding its great bulk, did not get beyond the British and French 
systems of taxation. Wagner, therefore, gave up the idea of trying to 
complete this part of his plan; but he felt that he could do this without 
detriment to his method of treatment because, having treated so fully 
the tax systems of the two countries whose experiences are most charac- 
teristic and instructive, an ample basis of material was already supplied 
for the development of his practical doctrine. No country, thinks 
Wagner, can begin to compare with France in the mass, variety, and 
completeness of the materials offered for the study of modern taxation. 
Its experience has been exhaustive of nearly all known expedients in 
taxation and there is little need of looking beyond it for the data of 
the science of taxation. It is this recognition of their pre-eminent 
importance to the student of finance that has determined Wagner to 
prepare a supplementary volume bringing down to date the discussion 
of the British and French systems. 

The specific period covered in the supplement is the ten years 
1886-1896, and the changes made in England and France during this 
time are analyzed with great thoroughness. The changes made in 
the “death duties” and the milder treatment of the lower classes of 
incomes under the income tax, indicate the strength of the democratic 
trend in England,—a movement which the continued predominance 
of indirect taxes and the successful resistance to the successive attempts 
to introduce an income-tax law show has not yet gained its destined 
strength in France. But Wagner believes that the tendency toward per- 
sonal taxation will inevitably assert itself in an increasing degree every- 
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where, not simply in obedience to the demand for justice, but as the only 
adequate form of direct taxation in an age when the personal factor in 
production and the technical changes in production and exchange are 
so important as now. These transformations are rendering the old 
forms of taxes on product (Zrtragsteuern) obsolete, and as economic 
conditions have always been in the past the main factor governing the 
development of taxation, one may accept the tendency toward income 
taxation as a necessary product of historical evolution. Herein lies 
the real significance of the effort, unsuccessful though it was, of the 
Bourgeois-Doumer ministry to introduce a general income tax into 
‘the French system. Wagner sees nothing socialistic in this movement, 
although he closes the volume with the reflection that we have at last 


entered on the “era of social politics” in taxation. 
A. C. MILLER. 


Introduction to Public Finance. By Cari C. PLEHN. New York: 
The Macmillan Company, 1896. 12mo. pp. 364. 


PROFESSOR PLEHN’s Jntroduction, designed as an elementary text- 
book, is likely to prove very useful to instructors in colleges where 
no more provision is made for work in public finance than can be 
found in courses on general economics. It covers the whole field of 
public finance within reasonable compass, although chief stress has 
‘been laid very properly upon the questions of taxation. Their treat- 
ment occupies almost two-thirds of the whole volume and contains 
much in the way of statement of fact and discussion of principle that 
is simple, concise, and accurate. The writer has also shown much skill 
in making condensations from the larger treatises on finince, among 
which the influence of Cohn can be most largely traced. But, like 
Cohn, the presént writer seems to me to have paid too much attention 
to the abstract and general and not enough to the concrete and par- 
ticular. Above all he has given too much space to questions of clas- 
sification, and too little to the description of methods of taxation, and 
the discussion of the economic effects and administrative peculiarities 
of the different kinds of taxes. A book of 364 pages that gives no 
‘more than eleven pages to the important group of land, house, busi- 
ness, corporation and inheritance taxes, can hardly be said to satisfy 
the first requisite of a well-planned text-book, that is, give an adequate 
acquaintance with the chief materials and problems of the science. 
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Generalities are not worth much more in finance than they are in 
therapeutics. In each, “everything depends;”’ and the student can- 
not be brought too soon to learn the nature and variety of condition- 
ing circumstances. Finance is a practical and empirical science, and 
its problems are not to be solved by simple reference to theoretical 
rules, or underlying tendencies of development. These are useful in 
their place, but it is a mistake to treat them as the alphabet of the 


science. 
Among errors of fact, the only serious one noticed is the statétent 


at the source” (p. 244). Unfortunately for the revenue, the methipd 
of stoppage-at-the-source was not applied by our income tax to 4 
interest on public securities, with the result, as Mr. Sherman st 

1866, that ‘so much income is concealed that the inte “revenue 
reports show that but a small sum is collected as the revenue from 
incomes from public securities.” Congress hesitated to adopt this, the 
only effective method of collecting a tax on government Securities, for 
fear of affecting the public credit unfavorably, so many of our bonds 
finding their market abroad. Exception may also be taken to the state- 
ments that “indirect taxes cannot properly be said to have undergone 
any process of development [in the nineteenth century];” and that 
“the most instructive country [for the student of finance] to study is 
Prussia” (pp. 148, 150). If Professor Plehn had paid more attention 
to the experiences of other countries, he could not have made these 
statements. Taking only a very limited view of the development, it 
can hardly escape notice that the democratic movement of the nine- 
teenth century, which has been, no doubt, more fruitful in other 
directions, has yet not been without its distinct influence on the 
development of indirect taxes. The course of this development is 
clear and impressive. ‘Taxes on the necessaries of life have either been 
abolished, as in Great Britain, or else greatly moderated, as in France 
and Germany. And, except in the single point of the light thrown 
on the development of personal taxation, it is hard for me to see 
wherein, at any rate in the domain of national taxation, the history of 
Prussian finance is specially instructive. The leading features of its’ 
system of direct taxation, like the tax systems of most of the other ° 
countries of western Europe, have been so clearly derived from French 
precedents as to be little more than a simplified version of the cele- 
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brated contributions directes. Had Professor Plehn paid more attention 
to the remarkable financial experiences of France, he would have pro- 
duced a more instructive book, because he would have seen, and must 
have helped his readers to see, more clearly the real historical signifi- 
cance of the tax systems of the nineteenth century. Prussian taxation 
is mainly interesting as being one of the latest phases of a movement 


which has had a French history during the larger part of the century. 
A. C. M. 


Les Assurances Ouvriéres: Mutualités contre la Maladie, I’ Incendie 
et le Chémage. By Euckne Rocuetin. Paris: Guillaumin et 
Cie., 1896. 12mo. pp. iii + 283. 

In a previous volume entitled La caisse nationale de prevoyance 
ouvriere et l’intervention de 1’ état, M. Rochetin tried to show how, inde- 
pendently of the state and on the principle of mutuality, laboring men 
might make provision for pensions in their old age and for assuring 
their wives and children a comfortable living if suddenly deprived of 
their natural support. He now comes forward with a supplementary 
volume designed to prove that on the same principle of mutuality the 
laborer may be guaranteed against loss by sickness, fire, and enforced 
idleness. The two volumes he believes present a programme which 
ought to be followed “in order to give satisfaction to the legitimate 
demands of the laboring classes, and to avoid the renewal of agitations 
which it would be wise to prevent because they are an index of a latent 
social malady, and bear witness to sufferings which although patiently 
borne are none the less real and worthy of being assuaged’’(p. iii). 
When these two necessities, namely, the insurance of the laborer against 
fire, sickness, and loss of work, and provision for his old age, are 
satisfied, then, thinks the author, we shall be near the end of our labor 
difficulties. 

The principle advocated, mutuality, is doubtless destined to play 
a greater part in the future than in the past in all practicable schemes 
of social reform. M. Rochetin, however, makes too much of it. 
According to him it is the one principle for solving all knotty social 
problems. We have learned to be suspicious of specifics, and when we 
are told that association is “the great and only remedy for the evils 
which the laboring class is suffering ” (p. 7), we find ourselves beginning 
to doubt its efficacy. But our author goes farther. He tells us that 
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the social question which has so long occupied the minds of thinking 
men is capable of solution only on the principle he advocates. On 
private initiative, and on that only, should our hope for the future well- 
being of society be based. Now, whether a writer be an individualist 
or a socialist, it is unsafe to claim that all the truth is on his side, and this 
is what M. Rochetin practically does. We therefore follow him through 
the presentation of his plan with not so much confidence as a less 
sweeping claim for his principle would have produced. With great 
faith in private initiative and mutual insurance there is still room for 
belief that under certain circumstances the opposite principle might 
be better applied. Moreover, the labor question is not the whole of 
the social question. 

While the author is, as we think, too sanguine in regard to the 
possibilities of mutual insurance, his treatment of the subject leaves 
little to be desired. His plans appear to be carefully thought out and 
their presentation is clear. The four parts into which the book is 
divided take up respectively some general considerations, including the 
origin and benefits of association, the means of encouraging it, etc.; 
societies of mutual help, their origin and results at home and abroad, 
etc.; a discussion of laboring men’s collective insurance against fire, and 
finally the consideration ofinsurance against loss of work in consequence 
of fire. There are also appendices in which are projected provisional 
detailed constitutions for societies of insurance against fire and want of 
employment occasioned by it. 

In proof of the advance of the principle of mutuality in France the 
author cites the increase in the number of mutual-benefit societies in 
that country since 1789. Inthat year there were only 13. In 1800 
the number had risen to 45; in 1815 to 59; in 1822 to 132; in 1830 
to 496; in 1848 to 1584; in 1852 to 2438; in 7872 to 5793; in 1882 
to 6525 and on the first of January 1892 to g600. In number of adher- 
ents the increase was from 11,000 in 1822 to more than 1.5 million in 
1892 (pp. 73-4). The basis of his encouragement in regard to the 
spread of the principle is better indicated perhaps in the satisfaction he 
finds inthe growth of fraternal associations in this country where we 
have at present 450 societies with more than five million adherents 
(p. 91). A closer view of the workings of these associations, revealing 
as it does results that are far from satisfactory, might lessen M. Roche- 
tin’s sanguine expectations. 

On the whole our judgment is that the book isa valuable contri- 
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bution to the class of literature which it represents, and that it advocates 
a method of insurance from which much is to be hoped. If it errs in 
claiming too much, in failing to recognize that the principle of mutu- 
ality requires for its successful operation a certain stage of individual 
and social development not everywhere reached, and that until that 
stage is reached other principles must be called into action, it is due 
perhaps to the clearness with which the author sees particular advan- 
tages and his enthusiasm in presenting them. Surely any earnest and 
fairly successful attempt to deal with the great problem of preventing 
the laborer, either in his old age or in out-of-work periods, from 
becoming dependent upon the uncertain assistance of his friends or upon 
public relief, deserves a hearty welcome. And such the present work 
must be considered. I. W. HoweErtu. 


The Coming Individualism. By A. Ecmont Hake and O. E. 
WessLau. Westminster: Archibald Constable & Co., 1895. 


8vo. pp. xi+ 347. 

THE uninitiated reader of this book is likely to feel some curiosity 
as to how it was produced. The names of A. Egmont Hake and 
O. E. Wesslau appear on the title-page as if they were the joint 
authors. Mr. Hake alone signs the dedication, but he words it as if 
speaking for both. At the end of the volume, under the same cover, 
and comprising about one-tenth of the whole, is a monograph on 
Municipal Government by Francis Fletcher-Vane. This has a title- 
page of its own, and there is no reference to it on the back of the 
book, or on the main title-page; but, although there is no statement 
concerning its connection with the rest, it fits, in somewhat awkward 
fashion, into the general plan, is paged continuously with what pre- 
cedes, and would seem to have been written for the closing chapter. 
It contains, in fact, a hint that appears to explain the origin of the 
work. The author of this final portion says, p. 346: “. . . . lam 
not at all hopeful of the ultimate effect of democracy based on per head 
election. That under any circumstances it is an experiment, untried 
in its present form, cannot too often be repeated. Nevertheless, 
though not hopeful, it has appeared right to some of us to enter the 
lists, not with the object of making things worse, as some do, but 
rather with the intention, however humble may be our part, of making 
things better.” 
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It seems, therefore, that the book is intended to serve an imme- 
diate practical purpose, which is to make the English people stop and 
think before proceeding further in the direction of socialism. One 
of its longest chapters is devoted to a discussion of the “ Errors of 
Democracy.” In the dedication the hope of influencing parliament 
is plainly expressed. Taking these things together with the above 
quotation, the reader will probably conclude that he has before him 
the result of the concerted effort of some three men who believe it 
their duty to check, if possible, the wild career of the British demos. 

As to the matter of the work, it is mainly a pretty earnest thresh- 
ing-over of old straw. The argument is that, beginning with the 
Factory Acts, the spirit of democracy has led the British people to 
depart seriously from the principle of individualism, which is the 
mainspring of progress. The burden of the authors’ cry is the exist- 
ing socialism rather than “the coming individualism ;’’ the latter is 
scarcely discussed at all. For the ills which Great Britain is supposed 
to have brought on herself by socialistic legislation the remedy pro- 
posed is simply J/aissez faire without limit. It is, however, most 
unlikely that such policies as “free trade in drink” and “free trade 
in amusements” would gain much favor from the British public. 
Neither should one imagine, if he thinks this same public possessed of 
a democratic devil and engaged in a crazy search for Utopia, that he 
can save it by persuading it to retrace its steps. It is too self-confi- 
dent and intractable for that. 

The dedication is ‘To Robert Armstrong Yerburgh, Esq., M. P., 
President of the Agricultural Banks Association,” whose sympathy 
and influence in favor of the coming individualism are confidently 
relied upon by the authors. It is to be feared that he has disappointed 
them bitterly. Recent Associated Press reports say: ‘Mr. Robert 
A. Yerburgh, member of parliament for Chester, has commenced with 
the draft of a scheme to carry out a protectionist pet idea, a national 
storage for wheat for British husbandry and a reservoir for food stuff 
in event of war.” 

To those not already familiar with the arguments that may be 
marshaled by the individualist against socialism, this book is well 
worth reading. To those who know them, while it may cast no new 
light on the matter, it will be saved from becoming tiresome by its evi- 
dent earnestness and sincerity. GEORGE P. GARRISON. 


UNIVERSITY OF TEXAS. 
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Einflihrung in den Socialismus. By RicHarp CALWER. Leipzig: 
Georg H. Wigand, 1896. Small 8vo. pp. x + 232. 


An elementary text-book in socialism written by a socialist and 
primarily for the instruction of adherents of the socialist creed is not 
altogether a new departure in literature, but there are few efforts of 
the kind which are on the whole as acceptable and effective a presenta- 
tion of their subject as this. The immediate aim of the book is to 
combat the spirit of petty personal and local interest which is becom- 
ing a hindrance to effective co-operation for the larger and remoter 
ends of the socialist movement in Germany. At the same time it is 
not a controversial work. Its purpose is sought to be accomplished 
by so explaining the meaning and trend of the socialist movement as 
to leave no legitimate ground for the tendency which it deprecates. 

That the author is a Marxian goes almost without saying; but his 
Marxism is of a greatly modernized, softened, conciliatory kind. It 
is a doctrine of economic evolution, or perhaps better of social evolu- 
tion primarily on an economic basis, but a doctrine in which the 
“materialistic theory of history” is no longer obtrusively present in 
the crude form at every step, although it still remains the fundamental 
premise. There is no hint of the catastrophic method of reform, nor 
is their any urging of revolutionary measures. The industrial evolu- 
tion, we are told, is visibly furthering the socialization of industry day 
by day. And this not only at certain points,— in certain salient fea- 
tures to which socialistic writers have been in the habit of pointing 
as evidence of the approach to socialism,— but in all branches of indus- 
try, including agriculture, which most socialist teachers have hitherto 
been content to pass over as a “backward” industry somewhat doubt- 
fully to be included in the scheme for immediate socialization. A 
characteristic instance of Mr. Calwer’s ingenious use of everyday facts 
in support of this thesis is his pointing out (p. 71) that all statistical 
determination of industrial methods and of the extent and range of 
the production and consumption of industrial products contributes to 
make an eventual collective control of these branches of industry easier. 
Not only the collective organization of industry under the direction of 
trusts and syndicates, therefore, but all canvassing of the markets and 
the industrial situation, by trade journals as well as by students of 
practical economics, is labor in the service of the socialist movement. 

But while the evolution of industry, it is claimed, assures the rapid 
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and inevitable socialization of industry, these mechanical facts and 
technological events do not immediately or of themselves afford the 
basis for that growth of institutions which the socialist republic involves. 
The institutions of the community, whether socialistic or otherwise, 
rest on psychological ground. The material situation, the state of 
industry and the arts, may condition the growth of institutions in 
accordance with the materialistic theory of history, but these material 
circumstances of environment and of industrial organization and 
methods control the growth of institutions and social structure only as 
they affect the individual’s habitual view of things. This.psychological 
factor which is to afford the motive to socialistic reconstruction is con- 
ceived in quite modern terms. The discontent of the modern laborer, 
which is to work out the revolution, is no longer conceived to be of 
the nature of a calm resolution the outcome of dispassionate ratiocina- 
tion. It is bluntly recognized (pp. 138-142, 159, 163) that this motive 
force is simply sentiment and is closely akin to envy, its basis being 
chiefly an invidious comparison of the laborer’s lot with that of the 
propertied classes. The decisive fact is the distastefulness of the 
laborer’s social position as compared with hisemployer. Improvement 
in material comfort measured in absolute terms counts for very little. 
“You may feed the laborer well, you may clothe him decently, you 
may provide him with a modest dwelling, in short, you may keep him 
as a well-to-do man keeps his domestic animals—still the laborer will 
not be beguiled into overlooking the fact that his place in life is 
determined by accidents and circumstances which do not permit him 
to lead the life of a man” (p. 139). 

The exposition (Part III) of the aim and methods of the socialistic 
movement is also temperate and conciliatory in tone, though it leaves 
no doubt as to its radical character in substance. It deprecates all 
violence, and even enters a caution against the free use of what a social- 
ist would consider peaceable and legitimate measures, such as strikes 
and boycotts. ‘Socialism is essentially a peaceable development of a 
struggle between different interests .. . . and so long as the socialists are 
a minority and the industrial situation is not yet ripe for the socialistic 
régime, so long the socialists must yield, willing or unwilling, to the 
majority-—to those that hold the power. But the time is coming when 
the majority of the people will be on the socialist side, and then it will 
depend on the ruling class, which will then have fallen into the posi- 
tion of a minority, whether they are wise enough and shrewd enough 





272 JOURNAL OF POLITICAL ECONOMY 


to let the further development of the nation’s life go on undisturbed 
or not” (pp. 218, 219). The militarism of European countries is 
decried as inconsistent with the socialistic evolution, not because war 
as such is to be deplored, but because war and armaments weaken a 
nation industrially, and hinder the process of industrial evolution. 
While no speculation as to the “future state” is indulged in, some 
reference is made to the probable future of certain institutions and to 
the attitude of the socialist toward these institutions. So, for instance, 
(pp. 203-4) socialism is said to hold an entirely neutral position with 
regard to religion, but this is uttered with an evident conviction that 
the church and the creeds are alien to socialism and irreconcilable 
with it in detail. Similarly, socialism is not unpatriotic, although it is 
international, but the patriotism of the German socialist is in abeyance 
through the government’s fault rather than his own. Little is said 
about the family, but it is plainly implied that the traditional form of 
the family is in an advanced stage of obsolescence so far as regards 
the working classes. It is conceded that the marriage relation at 
present sanctioned by the law may for the present and for an indefinite 
time to come be the form best suited for the well-to-do classes. 
T. B. VEBLEN. 


L’ Economie de l’Effort. By Yves Guyot. Paris: Armand Colin 
et Cie., 1896. 1I2mo. pp. x+ 320. 


THis work comprises a series of lectures delivered before the 
free College of Social Sciences in the period between the months of 
December 1895 and March 1896. In these lectures an attempt is 
made to treat of the fundamentals of economic science in a succinct 
manner. And to this attempt M. Guyot brings all that clearness of 
expression which is such an eminent characteristic of French writing. 
In the clear restatements of the author, however, nothing new appears. 
It is the standpoint which he occupies that especially attracts attention. 
It is refreshing in the present day, when the extension of government 
interference has won if not confidence at least toleration, to come across 
a writer who is a frank individualist. In developing his fundamental 
thesis, that the fitting economic ideal is to obtain the maximum of 
production and useful effect with the minimum of effort, he states a 
proposition which assuredly challenges the assent of all, but which in 
his handling of it gives an opportunity for making an attack on social- 





BOOK REVIEWS 273 


ism. The attitude of M. Guyot towards socialism has already been 
indicated in his Zyrannte Socialiste, and in the present work he returns 
to the charge. Everything which savors of extension of government 
power is socialistic in its nature. The sole function of the state is to 
insure the individual security and liberty in the place in which he works 
(p. 311). Government activity should be limited so as to “bring a min- 
imum of taxes, minimum of state privileges, minimum of govern- 
ment, minimum of administration” (p. 309). All movement towards 
socialism is, in his opinion, a negation of the principle of ‘economy of 
effort” which the economic evolution has been attempting to realize, 
and is therefore reprehensible. His opposition to the extension of 
government functions shows in his statement that “ workmen’s protec- 
tion legislation” is unnecessary and unwarranted (p. 278). At the same 
time there is neither necessity nor justification for strikes ; the work- 
man always loses. A natural law ensures that where business is good 
wages will be high, and that where business is poor they will be low. 
No other principle need be sought (pp. 237-243). 

The decided convictions of M. Guyot render his conclusions some- 
what biased. He does excellent work in indicating the vagaries of 
the constructive side of socialistic thinking ; his sweeping assertion that 


this thinking has exercised no practical influence does but scant justice 
to much that is valuable in the critical phase of socialistic thought. A 
protest against undue extension of government activity is timely, but 
the method which passes on all such extension on the ground of 4 
priort assumptions is radically defective. S. J. McLean. 


La Viriculture. Ralentissement de la Population— Dégénérescence 
— Causes et Remédes. Par G. pE Mowinari. Paris: Guillau- 
min et Cie., 1897. 12mo. pp. 253. 


THE motive of M. de Molinari’s book is given in the subtitle, and 
it is a sufficiently curious motive for a book from an economist of his 
conservative position and wide range of learning. And the substance 
of the volume is perhaps no less curious, coming from such a source. 
The early chapters (i-viii) are taken up with an elementary exposition 
of the Malthusian premises, M. Molinari’s contribution being a sup- 
plementary explanation—not altogether unfamiliar to Malthus—of 
how, as the outcome of the Malthusian factors, the population of Euro- 
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pean countries has kept pace in its advance or decline with the advance 
or decline of the nation’s industrial productivity and with the exten- 
sion and contraction of the market for the products of the national 
industries (chapters ix and x). France is especially unfortunate in 
having suffered a very sensible retardation in its rate of increase. 

But this retardation of the rate of increase is not the most serious 
difficulty presented by the movement of population, and is not a suf- 
ficient cause for apprehension. The white race has nothing to fear 
from a failure of its numbers as compared with the rival yellow race, 
with which pessimists are fond of threatening us. The danger lies in 
the deterioration of the stock—visibly going forward today. The 
causes of the deterioration —the presence of which is inferred from a 
somewhat narrow range of data, some of which would bear a different 
interpretation from the one given them— are (p. 108): 

1. Defects and diseases inherited from parents ; 

2. Ill-assorted unions of parents, comprising untoward crosses between 


races ; 
. Unwise laws relating to marriage, and the artificial encouragement of 


population ; 
. Insufficient care and nourishment, early and excessive child labor ; 

5. Prostitution. 

It therefore appears that the questions of population have come to be 
so many and so important as to require the separation of this subject from 
the body of economic questions with which they have hitherto been classed. 
These questions taken by themselves are sufficient to make up the subject- 
matter of a special science which will draw its data, on the one hand, from 
the moral sciences — particularly from political economy — and, on the other 
hand, from the natural sciences — particularly from biology. This new sci- 
ence is Viriculture (p. 134). 


It will be the office of this new science to find a remedy for the 
three grave difficulties of the present situation: (1) surplus or deficit 
of population, (2) degeneration, (3) prostitution. There are but the 
barest and most general indications given of the outlines of the new 
science. Under the first head there is a tentative suggestion that 
something might be accomplished by an intelligent and concerted 
statistical determination of the “demand” for population and the 
establishment of an equilibrium through the peoples’ taking thought 
to multiply only up to the limit. Under the second it is likewise 
suggested, in similarly general terms, that something may be done 
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toward a maintenance of the present standard of the population, if not 
toward its improvement, by extirpation of disease and through selective 
breeding. 

The appendix (pp. 163-250) is made up of notes drawn from a 
great variety of sources and of very diverse value. For the most part 
they comprise facts more or less familiar to all readers, and betray no 


eagerness in the writer to parade a recondite erudition. 
V. 


The Nicaragua Canal and the Monroe Doctrine. By L. M. 
KeasBEy. New York: G. P. Putnam’s Sons, 1896. 8vo. 


pp. v+62I. 


In the preface the author prepares us for what follows by the state- 
ment that “if the narrative exhibits a national prejudice, it may be 
attributed to the fact that the book is written avowedly from the 
Monroe doctrine standpoint.” The narrative, commencing with the 
discovery of America, exhibits how our rivals across the water have 
been teasing us by trespassing on our own distinctive playground, 
regardless of the notice to the contrary which we had posted as early 


as 1823, under the name of the Monroe Doctrine. This, the writer 
thinks, ought not to be so. In a hundred pages or more he calls 
attention to the fact that long ago there were dreams of cutting a canal 
across the isthmus. He then goes on to relate how our rivals always 
had the better of the argument in diplomacy because we did not stand 
firmly on the Monroe Doctrine. We thought we had done so by the 
Clayton-Bulwer treaty, which aimed to secure the neutrality of the 
canal. But, alas! it has been discovered quite recently that the doctrine 
means something quite different,—that it means that the United States 
is sovereign over the whole American continent; that “manifest des- 
tiny” makes us the natural protectors of the territory, but releases us 
from any responsibility for the people of the territory; that in all the 
affairs of this continent it is to be presumed that England acts with 
malicious intent, while the United States acts with wisdom and saintly 
unselfishness. From the book itself, however, it does not appear that 
any nation is trying to secure political control over isthmus transit, 
except the United States. But the vexatious Clayton-Bulwer treaty has 
been the stumbling-block to several jingo statesmen. The writer, how- 
ever, finds a way out of the difficulty by disregarding treaties, crying 
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peccavi and standing on the Monroe Doctrine, which is elastic enough 
for all emergencies, as only a few statesmen seem to know what it 
really means. In pursuing this course, he concludes, “we will simply 
be imitating the admirable policy our rival has pursued in establishing 
her ascendancy on the opposite side of the globe.” 

In his chapter on the economic aspects of the canal, he tries to show 
the future course of commerce, with such a canal, and its advantages to 
the United States. No one, we think, will deny this, but to state the 
advantages based on possible future development in trade and industry 
is an employment without end and not very fruitful. The ground 
has been traversed numerous times by the press, and nothing new is 


added. E. M. Hem. 
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